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CONSUMER’S SURPLUS, ELASTICITY OF DEMAND AND 
MARGINAL UTILITY : A RE-EXAMINATION* 


THE aim of this paper is to re-examine the familiar Marshallian con- 
cepts of consumer surplus, elasticity of demand and marginal utility 
rather than to inquire into what Marshall really meant or did not 
mean. Nor is it a part of its purpose to trace the history of the dev- 
elopment of these concepts, except in so far as subsequent thought since 
Marshall may be relevent to the discussion. This procedure is con- 
genial to the author because it eliminates fruitless discussion on seman- 
tics and the reopening of old controversies. What is even more im- 
portant, it leaves the way open for new investigations and interpreta- 
tions which may be evaluated on their own merits. For if economics 
is to attain the status of a scientific study less dependent, that is, on 
particular opinion and authorities for its validity than on objective 
examination of such opinions and authorities from time to time, then 
the last word need never be said at any time even on basic concepts. 
This is rather a plea for a tolerant approach to the examination of 
new points of view than a rejection of the role of authority, as such, 
in any scientific study. 


Marshall alighted on the concept of the consumer’s surplus by 
being led “to consider how far the price which is actually paid for 
a thing represents the benefit that arises from its possession.”' His 
classic definition of the concept has since been repeatedly quoted as 
“the excess of the price which he (the consumer) would be willing 
to pay rather than go without the thing, over that which he actually 
does pay.”* Marshall, however, was concerned primarily with the 
psychic satisfaction obtained from an induced additional purchase 
following a reduction in the price of a commodity, not merely with the 
money savings accruing as a result. Consequently, there has been an 


* The author is a member of the Department of Economic Affairs of the United 
Nations. While assuming all responsibility for the views expressed he is grateful 
to Dr. Hans W. Singer for reading an earlier draft of this paper and making helpful 
comments. The substance of the paper is entirely unrelated to the work, and 
unreflective of the views, of the United Nations. The ideas summarized in this 
paper are part of a forthcoming work by the author. 

1 Principles, III. vi.l, All references are to the 8th edition, 


Principles, 1. 
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aura of vagueness surrounding the concept, since it is impossible to 
know what the consumer would have paid rather than go without the 
commodity. This lack of precision in the definition has since been 
commented upon by various writers, but chiefly by Professor J. 
R. Hicks.* 


There is, nevertheless, considerable substance in Marshall’s con- 
cept, especially in his notion of the surplus as marginal gain from a 
reduction in price. In the interest of quantification the aspect of the 
surplus which will be emphasized in this paper is the visible and 
measurable result of a price change, namely, the amount of money 
saved (or sacrificed) or its commodity equivalent. The psychic aspect 
is ignored on the ground that it cannot be quantified. The concept of 
consumer’s surplus then reduces merely to a marginal gain (or loss) re- 
sulting from a change in the price of a commodity which the consumer 
had previously purchased in a given amount, The procedure for 
measuring the surplus is then similar, to, but not quite the same as, 
Marshall’s. Both give the same results. 


The famous example of a consumer’s demand for tea used by 
Marshall‘ is also adequate for an illustration of the procedure. The 
hypothetical demand schedule is reproduced below. It is easy to con- 


TABLE 1. 


Calculation of Consumer’s Surplus on Tea 


Price Quantity Expendi- Consumer’s Surplus Current Marginal Expenditure 
(shillings) (Ib.) ture on Previous Purchase Value Gross Net 
(shillings) at the Current Price Quantity Quantity 


Value Quantity 
(1) (2) (3) (4) (5) (6) (7) (8) 


14 2 28 6 3/7 . 1 4 
10 3. 30 8 4/5 2 1 1/5 
6 4 24 12 2 —6 1 ns | 
4 5 20 8 2 1 
3 6 18 5 12/3 —2 1 —2/8 
2 7 14 6 3 ong 1 iy * 

Total 45 9-94/105 


struct and interpret. The quantity surpluses (Column 5) are the 
marginal differences between the total quantities of tea purchased at the 
current and at the previous price, for the same total expenditure pre- 
viously made. The value of the quantity surplus (Column 4) is its value 


§ Hicks, J. R., “The Four Consumers’ Surpluses”’ in Review of Economic 
Studies (1948). 


* For the demand schedule for tea, see Principles, III.vi. 2. 
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at the current price. The value of the current marginal expenditure 
(Column 6) is, of course, the difference between current and previous 
total expenditure, just as the gross marginal quantity currently pur- 
chased (Column 7) is the difference between current and previous total 
quantities bought. This is not the same as the net quantity currently 
bought for a given marginal expenditure (Column 8), the latter being 
the difference between the total quantity currently bought and the sum 
of the previous total quantity and the current consumer surplus quan- 
tity. The significance of the separation of net from gross marginal 
quantity purchased will become apparent in the next section of this 
paper. Our immediate concern is with the consumer surplus itself. 


From the explanation already given of Columns 4 and 5 the 
formule for deriving the consumer’s surplus (CS) are : 


CS, = E,/P, — E,/P, AP|P,P:; (1) 
CS, =P, E, AP/P,P, =E, AP|P; 


where CSq=real consumer’s surplus ; P,= previous price ; AP=P, - P, 
CSv=money consumer’s surplus; P,=current price; E,= 
previous expenditure. 

Alternatively, the value of the surplus (or loss) may be found more 
easily by multiplying the quantity previously purchased by the change 

in price, i.e., 


CS, =Q1, AP (2) 


The formulae are the same for consumer’s loss (CI.) except that 
in this case the sign of the quantities will be negative, the price change 
being from a lower to a higher price. 


The principal feature to be noted from Table 1 is that the notion 
of a surplus, as adopted here, is strictly marginal while Marshall 
preferred to dwell on the cumulative aspect, but there is no incon- 
sistency involved. Thus the surplus (value) may be cumulated at 
every stage d la Marshall, yielding sucessively 6s., 14s., 26s., 34s., 39s., 
and 45s., the last being the total value of the surpluses enjoyed over the 
entire schedule of demand. No less important is the fact that the real 
(quantity) surplus‘(or loss) can be derived on the definition given above, 
an aspect ignored by Marshall. Thus the real equivalent of the cum- 
ulated surplus of 45s. is a cumulated quantity of 9-94/105 lbs. of tea 
which the consumer may justly regard as the real, as opposed to the 
psychic, benefit enjoyed by consuming tea at the successively lower 
prices asked. 


The justification for the difference in procedure adopted here lies 
in the two stated facts, first, that the notion of consumer’s surplus is 
established as a marginal concept not a cumulative one, since the 
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consumer is more likely to be concerned with calculations of marginal 
benefits or losses between price changes than over his entire demand 
schedule ; second, that the real value of the surplus or loss can also 
be simultaneously computed. But these are minor advantages com- 
pared to the further insights which the concept permits into the re- 
lated concepts of elasticity of demand and marginal utility, discussed 
subsequently. 


II 


The separation of the quantity of consumer’s surplus (CSq) from 
the quantity of gross marginal purchase (GMPq) in Table | was 
made in order to help on the second stage of the inquiry which now 
passes on to the re-examination of the Marshallian concept of elasti- 
city of demand. As was explained above, the quantity of the net mar- 
ginal purchase at the current price (NMPq) is equal to the difference 
between the total quantity currently bought (Q,) and the sum of the 
previous quantity purchased (Q,) and the quantity of the current con- 
sumer’s surplus (CSq). In short, the difference between current gross 
marginal quantity and current real consumer’s surplus. Symbolically, 
NMP, = Q, —(Q,4+ CS,) (8) 
CS, + NMP, =Q, —Q, =GMP, 


The money equivalents of these real quantities can be readily 
stated. Thus, formula (3) may be reworked in money terms with the 
quantity subscript (q) being replaced by a value subscript (v). 


Accordingly, 
NMP, =P,Q, — P,(Q; oo CS,) = GMP, 
= marginal expenditnre ( A £); (4) 
in short, NMP, = AE 


It is important to note that while GMP, exceeds NMP, by CS, 
GMP, (or SE) and NMP, are identical. The importance of this 
result will be demonstrated presently. The relevance of the results in 
formule (3) and (4) to the concept of elasticity of demand lies in the 
fact that the consumer may be regarded as extending his purchase 
as a result of (or, may be, in spite of) the inducement of a surplus 
enjoyed from a reduction in the price of a commodity—in our ex- 
ample, tea. He may, likewise, be said to contract his demand as a 
result of (or in spite of) an increase in price involving him in a con- 
sumer’s loss. Whether or not his action is governed by the marginal 
losses or benefits may be open to debate. It is, however, reason- 
able to assume that such marginal benefits or losses (CS or CL) would 
normally have some influence on his decisions whether or rot to pur- 
chase an extra quantity (the net marginal purchase). 
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The consumer’s net marginal purchase may be positive or nega- 
tive, corresponding to an extension or contraction of demand quantity 
along a given schedule. The net extension or contraction of demand 
quantity together with the quantity surplus or loss constitutes his gross 
marginal quantity. This fact, however, is not customarily recognized 
because of the identity of the values (in money terms) of the gross 
and net marginal purchase which, in reaj terms, differ by the quantity 
of the surplus or loss. The value of the surplus or loss is excluded from 
the value of the marginal purchase. Hence the absence of any pre- 
vious reference to the relationship between the three quantities in the 
literature on the theory of consumer demand. 


Granted that the sum of the CSq and NMPgq is the GMPgq, it must 
be concluded that both CSq and NMPgq are related to the consumer’s 
movement along his demand curve—in short, to the concept of elasti- 
city of demand. If it is also accepted that the decision to take a net 
marginal purchase is closely related to the surplus or loss resulting 
from a price change, then these two quantities are apparently suffi- 
cient to define the concept of demand elasticity. One may go further 
and say that the net marginal purchase is the resulting reaction to a price 
change, since each price change must inevitably produce a surplus or 
loss on the consumer’s previous expenditure. Thus the ratio of the 
net marginal purchase to the consumer’s surplus (or loss) may be 
taken as a sufficient measure of the consumers’s elasticity of demand 
from point to point on his demand curve. 


Up to this stage the discussion has preserved the traditional sense 
of elasticity of demand as a movement along a given demand curve. 
But there is no attempt as yet to relate the result achieved to Marshall’s 
original conception of the term. This will be done more conveniently 
in the next section of this paper. Meanwhile, a little more freewheel- 
ing may be permitted in order to give more precise formulation to 
the principal idea reached in the preceding paragraph. This is the 
notion that elasticity of demand is the extension (contraction) of 
demand resulting from an extra inducement (loss) deriving from a price . 
change, or the ratio, 


NMP /CS = NMP, /CS, = NMP, /CS,,. 


(CS may be replaced by CL as becomes: appropriate). 


If we represent elasticity of demand by the symbol, e, then we 
May appropriately write 


= NMP|CS = NMP,/CS, = NMP,JCS, (5) 


In fact, however, this turns out to be equivalent to a measure of demand 
elasticity in terms of expenditure and price, the corresponding defi- 


~ 
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nition for which is the ratio of the percentage change in expenditure 
to the percentage change in prige of a given commodity. That is, 
(6) 
AP 

the. right-hand member of which reduces to : 

AE/Q,: AP = NMP.,/CS,, from formulae (2) and (4) 
The identical measures for eg given above indicate quite clearly the 
interaction of the consumer’s surplus (or loss) and the ret marginal 


purchase in producing a given elasticity of demand. Marchall’s own 
formula for the concept is 


_ de 
= y 
where ¢ represents elasticity of demand as written by the Cambridge 
School, and x and y represent quantity and price respectively. For 
discrete price changes the measure would become 
. —Ay 
+ 
which formally corresponds but is not equivalent to formula (6). 


The difference between the Marshallian price-quantity measure 
of elasticity and the price-expenditure formula which has been derived 
is considerable and can only be justified by a comparison of the results 
of their respective application. An illustration is readily provided with 
reference to the hypothetical demand schedule constructed in Table 2. 
For comparison the surplus and net marginal purchase quantities and 
values are also computed. 


TaBLeE 2. 


Comparison of results of Marshallian and price-expenditure 
measures of demand elasticty 


Price Quantity Expendi- Marshallian Price- CS or CL NMP 
(shillings) (Ib.) ture Elasticity (¢) Expendi- 
(shillings) for discrete ture q Vv 
changes Elsticity(e,q) 


The failure of the Marshallian formula is quite evident. It records 
an elasticity of - 1 when it should not, because expenditure has not 


2 8 16 —1/38 3 6—1' 
i 1 16 16 —8 0 8 8 oO oO 
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remained unchanged with the fall in price from 3s. to 2s.; when it 
should record an elasticity of -1 with the fall in price from 2s. to 
ls. and expenditure unchanged it comes up with one of -2. This 
discrepancy, especially in the later case, is traditionally, explained away 
by resorting to the difference between discrete and continuous price 
changes and pointing out that the formula cannot properly be applied 
to discrete price changes—an unsatisfactory explanation because in 
the real world it is discrete, not continuous price changes that are 
encountered. In any case, under the Marshallian dispensation it be- 
comes necessary to make a distinction between point and arc elasticity. 
Mathematically satisfactory as it may be, this distiction leaves one 
with an uncomfortable feeling in attempting to equate the concept of 
point elasticity with any known facet of consumer behavivur. 


In contrast to the Marshallian measure the price-expenditure 
measure derived herein preserves a consistency with its quantity 
counterpart (the ratio of net marginal purchase to consumer surplus 
or loss) which is unknown in current economic theory. Textbook 
attempts to correlate change in expenditure with the corresponding 
elasticity measure given by Marshall’s formula have always and with- 
out exception ended in grief. The new measure of elasticity harmonizes 
theory with fact; when there is no change in expediture, and there- 
fore in net marginal purchase, elasticity is zero, the consumer only 
enjoying a surplus or a loss; when there is a change in expenditure 
(hence net marginal purchase)—positive or negative—demand is 
elastic. Thus the term elasticity is given, once more, its universal and 
commonsense meaning of a change in either direction—expansion or 
contraction, which is absent in the contemporary economic use of the 
term. For instance. in current economic theory a contraction in ex- 
penditure would be called inelastic demand, an unchanged expenditure 
a demand of unitary elasticity. 


With the new measure of elasticity, a particular elasticity of 
demand may be positive or negative or zero. When it is zero it is 
non-elastic,> when greater or less than zero, it is positively or nega- 
tively elastic. Furthermore, it becomes absolutely unnecessary to make 
the distinction between point and arc elasticity since the new measure 
works effectively for all types of elasticity. Besides, point elasticity 
would simply become a case of of zero-elasticity. 


All these are clear advantages for the new measure as compared 
with the Marshallian. measure of demand elasticity. But there is another 
advantage which it enjoys when one takes into account the infrequently 
recognized discrepancy enmees Marshall’s formula and Mrs. Robin- 

5 It would have been ametie to call this the case of inelastic demand, but 


the term non-elastic is preferred in order to avoid evoking shades of the old confusion 
at present existing in demand theory. 


= 
. 
ae 
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son’s equivalent.’ According to Mrs. Robinson, there is a relationship 
between price, marginal revenue (marginal expenditure, from the view- 
point of the consumer) and elasticity of demand described by the 
formula 


MR 
whence ¢ = 
P— MR 
This is supposed to be the same as Marshall’s 
P.AQ 
Q. AP 
However, the two formule are not the same since Marshall’s “ P” and 
“Q” are the previous price and quantity before the price change, while 
Mrs. Robinson’s “P” is the new price after the price change has 
occurred. The existence of this discrepancy is easily revealed by apply- 
ing the two formule to the schedule of Table 2. The results are shown 


in Table 3. 


TABLE 3 


Comparison of Marshallian and Robinsonian measures of demand 
elasticity 


Price Quantity Expendi- Marginal Marshall’s _Robinson’s 
(shillings) (Ib.) ture Revenue 
(or expendi- 
ture) 


It should by now be clear that these fundamental conceptual 
discrepancies in the traditional measures of demand elasticity as well 
as in their application have long impeded progress in this part of 
economic theory, quite apart from the distress which they have caused 
generations of beginning students. The new measure paves the way 
to consistency and removes the old discrepancies. 


As of now economic theory has yet to come up with a measure 
for marginal utility. To many economists this may sound like invok- 
ing the ghost of a dead issue. Perhaps. But the possibility of a 


* Robinson, Joan, The Economics of Imperfect Competition, Ch. 2, p. 86. 


38 6 18 
2 R 16 —l 2/8 
1 16 16 0 —2 1 
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measurement of utility was a strong hope in the breasts of ‘classical 
economists. However, they failed not for want of trying but for want 
of the proper concept of utility. 


Utility has been defined in the Rasen of economics in ne 
ways as— 


(1) the benefit, satisfaction or pleasure derived from the posses- 
sion, acquisition or consumption of units of a commodity ; 


(2) the measure of the benefit derived from an additional ‘unit 
of a commodity in terms of its price—i.e., its marginal worth ; 


(3) the inherent quality of commodities which makes them 
desirable. 


Marshall’s concept of utility embraced the first two definitions and 
for him the price of a commodity measured its marginal utility (or 
satisfaction) to the consumer.’ Mrs. Robinson* subscribes to the third 
concept and is endorsed by Sir Dennis Robertson.’ 


All these definitions are guilty of one basic misconception, that 
the satisfaction which the consumer obtains from material goods comes 
from the goods themselves rather than from the consumer's reaction 
to the goods. Such satisfaction is a subjective state of the consumer, 
not a state existing independently outside of him and inherent in com- 
modities. When this subjective reaction (whether it is satisfaction, 
pleasure or disgust is irrelevant) is related by the consumer to mone- 
tary considerations, and viewed in terms of the monetary value of the 
material sacrifice which he is willing to make in order to secure the 
commodity or benefit in question, it becomes for him an active process 
of evaluation of the marginal worth of the commodity in terms of 
money. 


Utility, properly defined, then becomes for the economist no more 
than the process of evaluating the monetary worth, of additional units 
of a commodity against the background of one’s available resources. 
Utility involves material sacrifice, the giving up of one alternative for 
another, and is therefore a process of evaluation related to the acquisi- 
tion of scarce resources. (One does not evaluate the utility or marginal 
worth of a free commodity like air outside of polluted cities or sun- 
light). Income is the source of command over scarce benefits, and 
expenditure the means of their acquisition. Marginal expenditure is 
the means of acquiring marginal (or additional) scarce benefits or satis- 
faction, and when this is standardized in terms of the unit price of 
the commodity involved—so as to become independent of the levels 


iii. 1 & 2. 
® Robertson, Sir D. H., Utility and All that — ee Ltd., 
Londen, 1952), p. 29. 


A 
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of particular prices—it becomes a coefficient of marginal valuation or 
what Marshall calls “ the motive or moving force to action.”"° 


In order for it to be measurable in the economist’s own terms 
utility must be expressed in term of price and expenditure. Marginal 
utility (MU) may therefore be properly defined, in keeping with the 
foregoing explanation, as the coefficient of marginal valuation measured 
by the ratio of marginal expenditure to price. In short 


AE/P 
AQ 
MU is therefore a multiplier by which the consumer reduces (or 


increases) the current price per unit to its marginal equivalent for an 
additional purchase. 


MU = = AE/PAQ (8) 


By reference to formule (3) and (4) it can easily be seen that 
formula (8) may be rewritten as— 


MU =NMP,/P(CS, + NMP,) =P-NMP,|P(CS,+NMP,) 
ie. MU =NMP,|(CS,+NMP,) (9) 


If we now divide the numerator and denominator of the right-hand 
member of formula (9) by CS, we shall obtain : 


NMP,/CS, 
MU = NMP JCS, + 
according to formula (5). 


(10) 


Formula (10) thus relates marginal utility and elasticity of demand 
as these terms have been redefined in this paper. Its resemblance to 
Mrs. Robinson’s formula linking price, marginal revenue and elasti- 
city of demand (as defined by her) is striking. Indeed a correlation 
can be made. Replacing MU by > (on the understanding that 
MR=AE/AQ) will give us— 

€a e—l1 
whence, e=l+eg (11) 


The Robinsonian demand elasticity is therefore always in excess 
of our new measure of demand elasticity by 1 (a result which is con- 
firmed by comparing Tables 2 and 3) and, allowing for this, is equi- 
valent to our measure for marginal utility. The difference of 1 in the 
two elasticity measures results from the fact that Mrs. Robinson’s 


% Principles, IIL.iii. 1, footnote 1. 
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elasticity measure includes the consumer’s surplus while ours excludes 
it. Thus— 


_ 4E NMP, -AQ 
P—MR  AE/NMP,—AE/|AQ_ NMP, AE(AQ—NMP,) 
_ ___NMP,(NMP,+CS,) NMP,+CS, 
NMP,(NMP, + CS,— NMP,) CS, 
NMP, 
= 1= 
C 5, + eat 


It is therefore seen that marginal utility as defined in this paper 
was first measured inadvertently by Mrs. Robinson as long ago as 
1933, but that a mistaken conception of utility prevented her from re- 
cognizing in her formula anything more than a convenient method 
of deriving demand elasticity from the ratio of marginal revenue to 
price. The significance of this ratio itself escaped notice. This is 
indeed, a remarkable discovery. 


In order to round out the discussion in this paper certain cor- 
respondences between the results of this investigation and those of 
current demand theory must be established. First, the correspondence 
between the consumer’s surplus and the net marginal purchase 
and Professor Hicks’ income and substitution effects. A  con- 
sumer’s (real) surplus is an addition to real income as a result 
of a fall in the price of a commodity. Alternatively, its value at the 
current market price is an addition to money income in the form of a 
saving. Hence consumer's surplus resulting from a price fall is the 
same as Hicks’s income effect from the same price change. The net 
marginal purchase is a substitution of marginal expenditure on the 
given commodity, instead of another, as a result of the fall in its price. 
Hence, a net marginal purchase is the same as a substitution effect 
in the Hicksian sense. 


Before passing on from the subject of income and substitution 
effects it would, perhaps, be appropriate to touch upon a matter which 
might have suggested itself at this point to many readers: the rele- 
vance of the new concept of demand elasticity to the so-called case 
of “inferior good.” In the Hicksian theory of demand the phenomenon 
occurs when the substitution effect of a price fall works in favour of 
an increase in the quantity of the commodity, but the income effect 
works in the opposite direction and, in fact, outweighs the substitution 
effect. This is supposed to occur in cases where the commodity in 
question is a marginal item on the consumer’s budget."' 


4 Hicks, J. R., op.cit., p. 82. 
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This supposed “ freak” of demand has probably been given more 
attention than it deserves in the literature, for it can be satisfactorily 
accounted for within the framework of traditional demand analysis. 
The Marshallian demand curve by the nature of its construction and 
the assumptions upon which it is drawn is forward-falling. This 
implies that the income effect (our consumer’s surplus) of a price fall 
must always be positive, whether or not the corresponding substitu- 
tion effect (our net marginal purchase is also positive (See Table 1). 
Similarly, the income effect or consumer’s surplus of a price rise must 
always be negative. Given the properties of the conventional demand 
curve the case of the “inferior good” where a negative income effect 
accompanies a fall in price must therefore be regarded as more apparent 
than real. This, however, is far from being an admission that the 
conventional analysis is incapable of explainig a phenomenon which 
has been adequately documented. On the contrary, the case is easily 
explained as the result of a leftward shift of his demand schedule 
by the consumer (a contraction or fall in demand) as the price of the 
commodity: declines. Where the quantity reduction resulting from the 
leftward shift is sufficient to outweight the consumer’s surplus (i.e. 
income effect) of the fall in price the apparent case of a negative income 
effect accompanying a fall in price inevitably results. The “ inferior 
good ” case is therefore explainable in conventional terms as the result- 
ant of the superposition of a leftward shift of the demand schedule 
on a positive income effect (or consumer’s surplus) resulting from a 
price fall, where the shift is large enough to outweigh the consumer’s 
surplus. 


Whether specific commodities can be isolated as likely candi- 
dates for this type of consumer behaviour is, of course, a separate 
question which is not gone into here. 


Second may be mentioned the condition for equilibrium in con- 
sumer expenditure. This is simply that the marginal utility of each 
commodity must be the same—in short, the ratio of marginal expend- 
itude to price must be the same for all commodities, Symbolically, 


AEa/AQa AEb/AQb AEc/AQc _ = AEn/AQn 


where a, b, c ...are sO many commodities. 


(12) 


Now unlike the Marshallian counterpart (proportionality of mar- 
ginal utility and prices), this is a condition which can be readily 
tested in actual cases to establish whether or not consumers do in fact 
achieve an equilibrium in their expenditures. The likelihood of this 
is remote, however, because of powerful forces, including the rigidity 
of consumption patterns, limitation of income and consumer credit, 
indivisibility of commodity units, etc., which obstruct the achievement 


, 
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of such equilbrium.'* This, however, does not minimize the empirical 
value of the condition since it would stil] tell us how great is the 
divergence of consumers from a position of equilibrium and how fast 
they are moving towards or away from cloging the gap during a 
given period of time. 


Third, a comparison may be made between the equilibrium con- 
dition just arrived at and that required in the Hicksian system, namely, 
the equality of marginal rates of substitution and price ratios of any 
two commodities. Thus whére @ and b are the two commodities in- 
volved and a gross quantity, AQb of b is substituted for another gross 
quantity, AQa, of commodity a, then the Hicksian equilibrium con- 
dition’* is— 


(18) 


i.e., the marginal rate of substitution of commodity @ in terms of com- 
modity b is equal to the ratio of their prices. 


The substitution of @ in terms of b implies, of course, that gross 
marginal expenditure of equal amount (AE = AEa= A Eb) is being with- 
drawn from a and substituted, instead, on b. In order to bring money 
expenditure into the picture all we need do is multiply and divide the 
left-hand member of (13) by AE, oe : 


AQ, _ Pa 
AQa AE 


But this is the same as saying that the marginal utilities of the two 
commodities must be equal. Where there are more commodities than 
two involved then, of course, gross marginal expenditure will not be 
the same for each commodity, nor will marginal expenditure per unit 
of gross quantity; but the ratios of marginal expenditures to the 
respective prices must be equal as required by condition (12). 


i. (14) 


Thus it becomes established that the equilibrium condition under 
cardinal utility is the same as for ordinal utility (or preference), and 
condition (14) is a good a touchstone as any. The assumed opposition 
of ordinal and cardinal] utility does not, in fact, exist. 


12 The factors which impede the achievement of equillibrium in consumer 
expenditures are explored in detail in the forthcoming work of which this paper is 
a very brief and partial summary. 

18 Hicks, op.cit., Chapter I. 
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IV 


SUMMARY OF RESULTS 


What are the results achieved and the conclusions established in 
this paper? First, the concepts of consumer surplus and net marginal 
purchase are segregated and redefined and their interaction in pro- 
ducing a given elasticity of demand demonstrated. The redefinition of 
consumer surplus (or loss) is unique and unambiguous and thus re- 
moves one of the principal objections to the Marshallian definition of 
the concept. The concept of net marginal purchase is entirely new. 
Although it was implicit in Marshall’s original conception of elasti- 
city of demand, he never focussed attention on it or its measaurement. 


Second, the concept of elasticity of demand is redefined uniquely 
in such a way as to satisfy the following desirable requirements : 


(a) it restores the basic meaning of elasticity in the sense of ex- 
pansian or contraction of net quantity purchased, and there- 
fore of marginal expenditure; where net quantity or ex- 
penditure does not change, elasticity of demand is zero ; 


(b) it removes the basic anomaly between the Marshallian for- 
mula, which measures demand elasticity (or the price and 
quantity change) from the previous quantity and price, and 
the Robinsonian formula which measures it from previous 
quantity and current price ; 


it removes, once and for all, the basic contradiction between 
elasticity of demand as measured by the change in expend- 
iture and as measured by the price-quantity formula of 
Marshall—thereby removing one of the long-standing diffi- 
culties of the beginning student, especially in the case of 
Marshallian unitary elasticity of demand ; 


the need for a distinction between ‘ point’ and ‘arc’ elasti- 
city of demand, so very necessary in the Marshallian system, 
is eliminated since the new measure serves the two cases 
adequately—‘ point” elasticity is zero, while ‘arc’ elasticity 
always has a non-zero value ; 


(e) the redefined concept is simpler than the old and easier to use. 


Third, the concept of marginal utility is redefined in a meaningful 
and measurable sense. Hitherto, no satisfactory measure for it existed 
because the Marshallian concept lacked precision. Since, however, the 
new concept remains, like the old, closely tied to the concept of a 
demand curve or schedule its usefulness in emperical work is subject to 
the same limitations as the concept of the demand schedule itself. It is 
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subsequently discovered that the Robinsonian elasticity of demand (¢) 
is always in excess of the new measure of demand elasticity (ed) by 
unity, and that, allowing for this, the ratio of marginal revenue (or | 
expenditure) to price measures marginal utilty both here and in Mrs. 
Robinson’s formula. 


Fourth, the consumer surplus and the net marginal purchase are 
the effective equivalents of the Hicksian income and substitution effects. 


Fifth, an equilibrium condition of demand similar to, but not quite 
the same as, the Marshallian condition is established. This condition 
has the advantage of being empirically testable. It is vety likely that 
whtatever tests are conducted will indicate that in fact the achievement 
of equilibrium in consumed spending is a rare event if ever, since strong 
forces exist to prevent such equilibrium being achieved. 


Sixth, and finally, the equilibrium condition of demand, in the 
market, as established in this paper is seen to be identical with the 
Hicksian equilibrium condition, thus disposing of the presumed incom- 
patibility of, or opposition between, the utility and the ordinal pre- 
ference theory of demand. 


New York . DaviD CARNEY 
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COMPULSORY SAVINGS* 


IN a very broad sense all means adopted by the state to secure a diver- 
sion of resources from private consumption to public investment are 
in a way measures of compulsory saving. As such, taxation beyond 
the current needs of government administration, pricing of products 
and services of state enterprises over marginal costs, and establishment 
of state-trading and fiscal monopolies (excepting the special cases of 
subsidies) are all means of compulsory savings. Gross savings made 
by the government through these measures represent resources trans- 
ferred involuntarily and compulsorily from individuals to the state and 
do not constitute their planned and voluntary savings. Yet, in a strict 
sense of the term, these are not realised through direct measures of 
compulsory savings, that deal with the disposable income after taxa- 
tion and determine its distribution directly between private savings 
and consumption in a compulsory manner. 


I 


A Frame of Reference: 


In so far as a savings gap inheres in a developing economy, it can 
easily be demonstrated, that forced savings (inflationary finance) are in- 
evitable in an underdeveloped economy during its period of ‘take-off 
to industrialisation.’ The savings gap arises on account of the invest- 
ment exceeding savings (ex ante), the size of the gap depends on the 
margin between the planned tate of development and its customary 
rate of growth to which voluntary savings are geared. The extent to 
which the investment plans are realised, individual savings (ex ante) 
and actual voluntary savings (ex post) leave a gap that is filled by forced 
savings (ex post). These forced savings are not only unplanned and 
involuntary but are squeezed through inflationary pressures at odd 
points, that are most vulnerable and least able to bear their burden. 


Alternatives lie in increased savings by the state (taxation and re- 
tained profits over current expenditure), foreign loans and aid and pro- 
portionate savings through compulsory means. Economic and political 
limits of the first two are not wide in a poor country, wedded to 
democracy at home and neutrality. abroad. The last is soon left as 
the only escape from inflationary finance for rapid growth of an under- 
developed economy with stability. 


Some sort of compulsion to generate savings also becomes neces- 
sary in a poor country on its way to development due to its tradition 


* Paper prepared for the Economists’ Panel for consideration. Our thanks 
are due to the Secretary of the Panel for giving permission to publish it. 
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of low savings, a very high marginal propensity of the bulk of popula- 
tion to consume, the hoarding and speculative tendencies of its rich, 
and rampant conspicuous consumption with a strong demonstration 
effect. This becomes equally necessary to meet the challenge of an 
adverse balance of payments that appears early in the process of dev- 
elopment. A high level of savings cannot be reached spontaneously in 
a poor country. This is a fact that requires to be emphasised over and 
over again. 


A savings gap can seldom be covered in any other way than com- 
pulsion. Even the developed and rich countries exercised some ele- 
ment of compulsion for savings when during the last. war their volun- 
tary savings fell short of their needs. Keyenes was the fifst to re- 
cognise their necessity and advocated their adoption so that the sacri- 
fices required for the war effort may be shared equally by the common 
men. It is stated that the “pressure brought to bear upon United 
States citizens to buy bonds during World War II perhaps took these 
bonds out of the category of purely voluntary purchase”. (Holzman) 


Compulsory savings, however, suffer from two basic limitations. 
Firstly, the savings plans of individuals may take credit for their comp- 
ulsory savings and thus their total savings may remain unaffected by 
compulsion. The only difference that such measures make is to transfer 
resources (savings) from the private to the public sector. When social- 
ism is a goal even this effect provides a ground for adoption of 
measures of compulsory savings; but, by itself it is not sufficient. 
There is, however, no empirical evidence or theoretical reason to justify 
the assumption of constant saving or equal discount of voluntary sav- 
ings by compulsory savings. On the contrary, compulsion has been 
used with success to enlarge total savings, 


A second limitation of compulsory savings inheres in the attri- 
bute of shifting. Like taxes their incidence can sometimes be shifted 
and their burden may be borne by persons other than those from whom 
these are collected. Thus compulsory savings collected from industrial 
workers may enter into wages, cost and prices and their effect may 
be as inflationary as of inflationary finance itself. Likewise, the inci- 
dence of compulsory deposit from employers may be shifted forward 
or backward by them. However, all that this limitation implies is, that 
careful discrimination should be exercised in selecting measures of 
compulsory savings. The possibilities of shifting should be carefully 
considered so that the incidence remains where it is intended to fall. 


The selective principles in. this context should: incorporate the 
savings goals. Any measures of compulsion to be superior to forced 
savings (inflationary: finance) must satisfy the following criteria : 


1. These should be disinflationary, if not, actually anti- 
inflationary. 
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2. These should achieve an equitable distribution of the burden 
of savings. 


3. These should enlarge total savings by mobilising hoarded 
wealth or idle funds and by restricting wasteful and conspicu- 
ous consumption. 


4. These should help in relieving shortages of specific resources 
that are more scarce than others. 


Compulsory savings are not a negation of the legitimate aspira- 
tions of the common man for an increasing standard of living com- 
mensurate with the availability of consumers’ goods. On the contrary, 
by helping to hold the price line, that is inevitably undermined by 
inflation and forced savings, their introduction is a step towards their 
realisation. 


II 
Certain Known Methods of Compulsory Savings : 


(a) Social Insurance ; Certain measures of social and economic 
security, e.g. old age and survivors’ insurance yield savings particular- 
ly, in their early stages. The savings potential of such schemes depends 
on three factors. Firstly, the individuals’ ‘ contribution-benefit’ ratio is 
a primary determinant. If the State takes a fixed amount, say, ‘C’ 
as contribution from the rest of the economy and pays a fixed amount, 
say, ‘B’ as benefits under the ‘insurance’ over its entire period and 
‘r’ is the rate of interest, there would be saving when C({1+r)> B; 
and dis-saving (subsidy) when C(1+r)<B. 


Secondly, savings will arise in any period, if individual conttri- 
butions are realised in that period but benefits have to be paid in a 
subsequent period. This will be so irrespective of the ratio of C to 
_B. Thus in any scheme of old age or employment insurance funds will 
accumulate in Period I (working age or employment period) and de- 
cumulate in Period II (old age or unemployment period). We obvi- 
ously have in Period I savings, S=C(1+r). Taking all households 
together and assuming that Period II of some falls in Period I, then 
the saving of any given period, ‘St’ will be given by the formula 
St=C; (1+1r)-Br+S,-1 (©). Obviously, in a scheme of old age and 
survivors’ insurance where benefits are dependent on minimum period 
contribution, funds will accumulate in the early stages. 


Finally, schemes of compulsory social insurance have an element 
of additional savings ‘S;’, over and above voluntary savings with- 
out such insurance ‘S,” to the extent the contributions represent taxes 
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(T) or payments by limiting consumption (S,). We then get the 
equations : 

S, =S,+$, 
S, +S8.+ T 


In other words, total saving after introduction of insurance would 
be equal to the voluntary savings plus compulsory savings and taxes 
for insurance. If the latter two quantities are zero or the former falls 
in proportion to these, total savings will not increase after insurance. 
But in all other cases the pool would be larger than before. Thus, 
where a cultivator consumes all he produces, an assumption that 
holds good for most in the country, premium payments by him towards 
crop insurance, if made compulsory, would increase total savings. 


(b) Sales of Government Bonds: Public Loans when financed 
by the banking system have an inflationary bias and cause forced sav- 
ings. But when government bonds are subscrirbed, purchased and 
held by households, there is a disinflationary impact and private 
savings are made available for public investment. Such purchases can 
also be made compulsory or semi-optional. 


Of particular interest in this context is the practice in the U.S.S.R. 
where most of the public debt is held by the citizens. Every worker 
is expected to purchase government bonds equal to two to four weeks 
salary per year. Apparently, there is no legal compulsion but the 
sanctions behind this expectation are so strong that every one purchases 
his quota of bonds. Deductions are made out of wages for these sub- 
scriptions to government bonds at the source and their sale forms 
a regular feature of the budget. Contribution from this source has 
been as regular and high as from direct taxes. Certain western econo- 
mists have therefore, treated these sales as taxes and forced loans. 


Most Soviet bonds are so issued as to be subscribed in instal- 
ments over a long period, bearing interest and: non-transferable. In- 
terest is paid usually in the form of lottery prizes of two types—one 
in which everyone wins a prize and two, that is more popular now, 
in which only one-third or one-quarter of the bond holders win prizes. 
The Soviet practice deserves careful examination and serious con- 
sideration. 


(c) Sales of Government Annuities: In between schemes of 
compulsory social insurance and sale of government bonds stand gov- 
ernment annuities. In Canada, for instance, under an Act passed in 
1908 any citizen can buy a government annuity payable in monthy 
instalments for life, or for life and guaranteed for a period of years. 
Purchases are usually made through payment of periodic premiums. 
Very often group annuity contracts are made whereby employers con- 
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tract for the purchase of annuities on behalf of their employees—the 
premiums being paid partly by deductions from wages and partly by 
employer contributions. Under these conditions the sale of govern- 
ment annuities becomes almost semi-optional. It avoids the complicat- 
ed procedure for a life insurance and facilitates the enjoyment of a 
pension. 


Ill 
ROLE OF COMPULSORY SAVINGS UPTO THE SECOND PLAN PERIOD 


Measures of compulsory savings have ‘been introduced in the 
country from time to time since the beginning of the Second World 
War. With the exception of a few schemes most of them have been 
of an emergency nature, mainly, to check inflationary pressures. These 
have, however, covered both individuals as well as corporations. 
employees as well as employers. A credit of Rs. 250 crores was taken 
under ‘ unfunded debt and miscellaneous capital receipts’ in the scheme 
of the finance of the Second Plan and this included the contribution of 
compulsory savings. Actually, the net contribution of ‘ Provident Fund 
and other Deposits’ (unfunded debt) is not likely to exceed Rs. 150 
crores during the Second Plan period. 


Looking in retrospect, it may be noted that compulsory deposits 
by the corporations were first introduced in 1943 under the scheme 
of excess profits taxation and abolished after 31st March, 1946. After 
exactly a decade these were introduced once again under the Finance 
Act of 1956 but this time the scheme was never fully implemented, 
suspended the very next year and finally withdrawn with the introduc- 
tion: of the budget of 1959-60. Out of the two types of deposits viz. 
(i) a percentage of accumulated profits and reserves and (2) a per- 
centage of current profits, envisaged under the last scheme the former 
were never demanded and the latter were fixed at 50 per cent in excess 
of a lakh of rupees. The scheme was drawn on the assumption, that 
later on proved to be incorrect, that corporations had excess free re- 
serves and surplus funds that were not being put to proper use by 
private industry and could be transferred to the public sector. Since, 
this was not the case, the collections under the scheme were reported 
to be incommensurate with the labour involved. It looks that possibi- 
lities of improving the scheme in the light of difficulties that came in 
its way were not fully explored and no serious attempt was made to 
help the corporations to build their own reserves for interna] finance 
through compulsory accumulation. 


Certain steps in this direction where, of course, taken in some 
years in the past when an attempt was made to prevent distribution 
of excessive profits either by higher taxation of distributed profits or 
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by direct limitation of dividends. No such limitaton applies at present 
although the amount of retained profits and mm set aside- al various 
“reserves is fast deteriorating. : 


regard to the upper income group, the “Taxation 
‘Commission had recognised the necessity of a special surcharge-cum- 
compulsory deposit on all incomes over Rs. 25,000/- to be so levied 
as to leave only 3 per cent of all such incomes as freely disposable 
in private hands. The scheme has never been implemented, and, al- 
though the current rate of taxation on the highest income slab is 
higher than suggested by T.E.C., the disposable income after taxation 
in private hands is at least two and a half times larger than con- 
sidered reasonable by the Commission. This is a recurring source of 
conspicuous and wasteful consumption by the rich. 


Compulsory savings were demanded during the last war from the 
lower and middle income groups in the form of refundable deposits in 
lieu of taxation or surcharge. In particular, persons below the range 
of income taxation were thus made to share the war burden and a 
limitation was thereby imposed on purchasing power in their hands 
exercising an excessive pressure on the limited supplies of consumers’ 
goods in the market. A careful analysis of the working of this scheme 
may be helpful in devising fresh measures for this section of. the 
population. 


Apart from these measures of an emergency character, to which 
category also belongs a scheme of emergency cut and compulsory 
saving, covering government servants with incomes above Rs. 250 per 
month (that was in force between Dec. 1949 and Feb. 1952) comp- 
ulsory savings are envisaged under various provident fund and in- 
surance schemes. 


The total contribution to the state provident funds of- the Central 
and State Governments in respect of their employees amount at pre- 
sent to Rs. 29 crores (net) annually. Contribution ‘to a provident 
fund by both the employees and the employers belonging to factories 
of a certain minimum size, coal minés and tea plantations have beea 
made obligatory under various enactments adopted during the last few 
years. The usual rates are 6} per cent of the wage and dearness allow- 
ance from each party. Besides these, many institutional employers also 
Operate provident fund schemes. 


Still, the application of provident fund schemes is limited to a 
couple of million of workers and employees and their coverage is not 
complete even in the entire organised employment sector. The current 
rates of contribution are very often considered’ to be -inadequate -and 
the payment of benefit in a lump sum may often. bead to its early dis- 
sipation and reckless spending. 
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For the industria] workers, the Labour Ministry Study Group on 
Social Security has recently suggeseted adoption of an integrated 
scheme of social insurance to incorporate the present health insurance 
and provident fund schemes, without addition of any new items of 
social security but with increased coverage and better benefits. The 
provident fund is rightly proposed to be converted into a pension while 
the contributions will be raised to a consolidated rate of 13 per cent of 
the wage bill from the employers as against the present rate of 74 
per cent and to 10 per cent from the employees in comparison to less 
than 9 per cent now. The combined contributions would amount to 
about one-fourth of the wage bill while the present rate in the imple- 
mented areas is only 15 to 16 per cent as against nil in the non- 
implemented units and sectors. Wage inflation potentialities of in- 
creased contributions of this magnitude and of their larger coverage 
cannot lightly be brushed aside. The matter requires a very careful 
consideration. 


A scheme adopted recently by the U.P. Government makes life 
insurance compulsory for its low paid employees—the premia being 
deducted and paid out of their contributions to the provident fund 
account. This is a feature that needs to be incorporated in all pro- 
vident fund schemes. 


Collection of war loans through the agency of the Revenue De- 
partment was a measure of quite a different nature in the field of 
compulsory savings. A revival of this practice in recent years, parti- 
cularly during 1956-57 for raising subscriptions to public loans has 
met with little success. The main difficulty has been a sizeable unload- 
ing of the securities purchased under pressure almost simultaneously 
with or shortly after purchase. Funds for such purchases came ulti- 
mately from the banking system and even the Reserve Bank had to 
enter the market to support some of the securities. Negotiable securi- 
ties purchased under pressure are soon transferred and contribute little 
to savings of individuals and households. The limitation of the practice 
does not lie in the pressure or compulsion but in giving a security that 
is wholly unsuited for the purpose. 


IV 


Certain Basic Facts Regarding Resources : 


Resources are mobilised through savings either of the state (taxes 
and retained profits of public enterprises exceeding expenditure), the 
corporations (retained profits and allocation to reserves) or/and of the 
households. The shortfall in savings in recent years has been alarming 
and has increased with a rise in the investment tempo. 
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A saving of Rs. 1200 crores by the government as balance from 
current revenues (Rs. 800 crores according to the scheme plus Rs. 400 
crores gap to be filled mainly through taxation) envisaged in the scheme 
of financing the Second Plan, was reported by the Planning Commis- 
sion in 1958 to actually aggregate to no more than Rs. 760 crores 
at the then prevailing rates. Data available since then indicate a fur- 
ther deterioration. The savings on current account of the Central Gov- 
ernment aggregated to Rs. 73.5 crores in 1957-58. For the year 
1958-59 and 1959-60 these have turned out to be minus quantities of 
the order of Rs. 40 crores and Rs. 52 crores respectively. A fair 
estimate would be that state savings would be no more than 50 per 
cent of the planned savings. And, this has happened in spite of the 
additional tax yield of Rs. 900 crores within the first three years of 
the Plan that already over-reached the target of Rs. 450 crores from 
new tax measures plus Rs. 400 crores gap in the scheme of its finance. 
Planned and unplanned expenditures have failed to be limited. 


The situation is equally dismal with regard to corporate and pri- 
vate savings. A total investment of Rs. 2400 crores (38.7% of the 
aggregate investment outlay) was envisaged under the Second Plan in 
the private sector. It may actually come out with a larger investment 
than anticipated while public investment had to be curtailed and re- 
stricted to the ‘core’. Prof. Malenbaum has interpreted it as a re- 
flection of ‘basic savings—investment habits and patterns of the 
economy” implying that, ‘the private sector preferred to, invest direct- 
ly rather than through government’; and that, the shortfall in re- 
sources for investment in the public sector occurred due to the break 
from the past in envisaging that no less than 73% of the anticipat- 
ed growth in (monetized) savings during 1956-61 were to become avail- 
able to the public sector’. According to him, ‘this expectation for 
change in savings pattern was simply unrealistic.’ (Economic Weekly, 
Jan. 1959). 


The facts are that (a) only 55% of the total domestic savings dur- 
ing the Second Plaln period as against 50% in the pre-Plan years and 
42% during the First Plan were scheduled to be utilised for invest- 
ment in the public sector; and (b) investment in the private sector 
has been far beyond its own voluntary savings. The main problem of 
the Second Plan has been of an over-all shortage of savings in the 
economy. The transfer problem vis-a-vis public and private sector 
is only of secondary importance. The private sector has succeeded in 
over-fulfilling its investment target because it has been, perhaps, less 
scrupulous than the Government in its methods of finance ; and whereas 
both have relied on inflationary means, those of the former have been, 
less in the limelight and, therefore, enjoyed greater freedom. 


How inflationary means rather than regular savings have been 
used for private investment is brought out clearly by the savings— 
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investment pattern of the public limited corporations. The following 
figures are simply revealing in this context. 
TaBLz I 


Percentage of sources of funds for assets formation 
in public limited companies 


(N.B.—Based on data relating to joint-stock companies included in the Reserve 
Bank surveys and published in the Reserve Bank Bulletin.) 


First Plan 
Period 1955 1956 1957 
I. Internal Sources 60-0 56-0 37-0 27-0 
II. External Sources 44°50 68-0 73-0 
(a) Bank Credit 6-0 28-0 18-0 
(6) Other Mortgages...  — 5-5 22-0 
(c) Trade Dues ete. ... -- —- 16-0 18:0 
(d) New Capital Issue =: 8-0 9-0 13-0 


Note :— Indicates not available. 


Obviously, assets of joint stock companies are being built not on 
their savings (internal sources) or on the savings of the rest of the 
private sector (new capital subscription), but increasingly on credit 
from banks, trade (which extends credit to industry by taking it -in 
its own turn from banks), and other mortgages (mainly foreign loans). 
‘Nearly three-fourths of the total funds as against 409% during the First 
Plan have come from external sources. Their own savings are fast 
dwindling—the proportion of funds contributed by internal sources 
having fallen to.27% by 1957 as compared to 60% in the First Plan. 
At the same time the annual rate of increase of their gross assets forma- 
.tion has increased from 7.6 per cent in 1951-55 to 14.0 per cent in 
1956 and from 7.0 per cent to 15.3 per cent in regard to net-total assets. 
Borrowings have now become their main stay for assets formation and 
‘of late nearly half of ‘their borrowings are from foreign countries, 
particularly the U.S.A. Domestic capital market .is very’ much ‘less 
Significant ‘as is the case in regard to the government loans. . 


Private limited companies that ‘account for .20 cent’ of ‘the 
‘capital of all companies, excluding financial institutions .feveal the same 
disquieting features: The Reserve Bank sample-survey revealed that their 
- Own savings (retained profits-and net additions to reserves) or internal 
‘finance now provide ‘less ‘than one-third -of ‘their total funds used for 
assets formation: These too depend largely on borrowings, ‘particularly 
from banks, while fresh capital issue has contributed-less than ‘5 per 


A shortage of savings and their petsistent decline is marked 
throughout the private corporate and ‘ big business’ sector. The pro- 
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fits retained by 792 companies, whose accounts were closed -upto 
March, 1958 and reported by the Reserve Bank declined from Rs. 25 
_crores.in 1956 to Rs. 9 crores in 1957. Their funds for assets forma- 
tion are little from:corporate:and private savings and are being raised as 
much through ‘deficit financing and foreign loans’ (external finance) 
as those for investment in the public sector. 


The total profits distributed, annually at present by corporations 
in the private sector including financial companies may roughly be 
estimated' at Rs. 90 to Rs. 100 crores tax-free. Very little of this 
vast amount seems to find its way to the capital market for subscrip- 
tion to either company shares or public loans. Besides, this, there is 
the tax-evaded income that may, at least, be equally large. It appears 
that some measure of compulsion is required to mobilise these large 
incomes rather than allow them to be dissipated recklessly in waste- 
ful and ostentatious consumption or utilised for unhealthy specula- 
tion ond hoarding. 


savings by have been no less disappointing. 
Developments here are best illustrated by the small savings drive that 
was made one of the main sheet-anchors of the Second Plan finance. 
As against a target of some Rs. 100 crores a year and the actual col- 
lection of more than Rs. 70 crores in the last year of the First Plan, 
small savings have been no more than Rs. 60 crores in 1956-57, Rs. 69 
crores in 1957-58 and Rs. 72 crores in 1958-59. At this rate another 
Rs. 150 crores may be expected during the remaining two years i.e. 
a total of Rs. 350 crores which would be very much less than envisag- 
ed under the scheme. 


A serious handicap of households savings is that since consump- 
tion is the main savings goal, savings of one period tend to exercise a 
dis-savings pull in the following period. The latter force gathers 
momentum, if households fear a fallin the value of their savings due to 
a rise in prices, as has been the case recently. It has been reported from 
U.P. that during ‘the first fortnight of the current financial year with- 
drawals from the State’s small savings chest exceeded fresh: deposits in 
'16 out of. the 43 districts for which information was available. The 
excess ‘of: depositis over withdrawals in the ‘remaining 27 districts ‘was 
just-enough to compensate for this loss. The net addition during ‘the 
fortnight was less than 5% of the corresponding amount.-last year. -For 
_ a period of six months, in the country as a whole, from September 1958 


1 The 1001 companies covered by the Reserve Bank Survey(Bulletin, Oct. 1958 
were estimated to account for 52%, of the entire corporate business of the priavte 
sector excluding financial institutions. These distributed Rs.-42 crores‘as profits 
after taxes in 1956. Profits of all corporations would roughly amount to Rs. 80 
crores. Bank profits before taxes have been reportd at Rs. 16 crores for 1957. 
‘Alternatively, estimating a total paid-up capital of Rs. 1,000-crores: im companies in 
the private sector, the total dividend distributed tax-free would amount to Rs. 90 
crores at the current average rate of 9 per cent of dividend on ordinary shares. 
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to March 1959 deposits in the Post Office Savings Banks remained 
practically constant without any net addition. This source, unless 
effective measures are taken to activate it, seems to have become stag- 
nant and can hardly be relied to yield large additional amounts in future. 


At present the small savings drive is confined mainly to the urban 
centres and fails to mobilise savings from the semi-urban and rural 
areas. Agriculture contributes 49 per cent of the national income and 
another 10 per cent is contributed by small enterprises. Hardly any 
measures have yet been taken to incorporate this bulk of the national 
income (60 per cent of the total) and its earners (nearly 80 per cent) 
in any savings drive or effort. Voluntary savings here are little and 
the little amounts, in the absence of other facilities and channels, are 
traditionally used for the purchase of trinkets or the withholding of 
marketable surplus of agricultural produce. In a planned economy, the 
burdens of investment should be equally distributed and shared and 
there appears to be no good reason to ngelect the savings potential of 
this sector. 


Finally, the gold and silver hoards have not yet been mobilized. 
According to the estimates of the Reserve Bank, private stocks of gold 
are around 105 million ounces and those of silver around 4,235 million 
ounces. At the average prices prevailing in 1957-58 these have been 
valued at Rs. 3,035 crores (Rs. 1,750 crores at international prices) 
and Rs. 2,075 crores respectively. The total comes to Rs. 5,110 crores. 


To sum up, investment funds both for the public and the private 
sector have been drawn almost equally and increasingly from borrow- 
ings from the banking system and foreign countries. Voluntary savings 
and domestic capital market have contributed much less than planned. 
External fiinance in the private sector and deficit finance in the public 
sector have resulted in forced savings with an inequitable distribution 
of their burden inherent in inflationary pressures that were released in 
the process. Foreign exchange resources that would still remain at the 
end of the Second Plan can hardly provide any substantial support to 
the Third Plan while foreign indebtedness, particularly in terms of 
dollars, is fast increasing. During the current financial year alone the 
Central Government would be receiving foreign loans and aid of about 
Rs. 340 crores ; whereas the foreign loans of the joint stock companies 
to which their assets have been mortgaged, already exceeded by 1957 
1957 the fresh capital raised by them or their borrowings from banks 
in India. Such methods of finance cannot be used for long in any 
sustained programme of large investments. Domestic savings have to 
be mobilised to much larger extent and in a more equitable manner for 
the Third Plan than has been the case in the finance of the Second Plan. 
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A Few Suggestions : 


Several suggestions have been made by various bodies including 
the National Development Council and the Estimates Committee of 
Parliament in respect of compulsory saving. These include compul- 
sory contributions to small savings, requisitioning of gold and silver, 
extension of provident fund scheme, introduction of a provident fund- 
cum-pension-cum-compulsory insurance, payment of bonus and divi- 
dends in savings certificates, issue of prize bonds etc. Progress in this 
respect seems to lie along four directions viz., (a) extension of social 
and economic security, (b) sale of government annuities and bonds, (c) 
sealing of the leakage of large incomes, and (d) mobilisation of idle 
stocks of gold and silver. Special attention should be paid in drawing 
schemes of compulsory savings to agricultural incomes that escape 
lightly at present the burden of taxation and investment. Further, com- 
pulsion in savings should lead to the enlargement of the common pool 
of savings and not end merely with transfer of resources from the 
private to the public sector. Finally, compulsory savings should be so 
arranged as to make their own contribution to the marketable surplus 
of agricultural produce and foreign exchange. The Second Plan was 
particularly handicapped by shortages in these fields. 


(a) Extension of Social and Economic Security : 


From the view point of savings no other measures of social security 
are as fruitful as old age and survivors’ insurance. Schemes of crop in- 
surance can likewise be utilised to extend economic security as well as 
to secure substantial savings in good years to off-set the shortfalls of the 
lean years. In the absence of such insurance there is little saving by 
the cultivator in good years, while relief has to be provided to him 
in years of draught or flood by funds from elsewhere in the economy. 
In real terms, it means that the surplus of a bumper crop is not saved 
and acute agricultural and food shortages are felt in lean crop years. 
The potential of some of the schemes that appear to be promising in 
this connection is estimated as follows :— 


(i) Old Age Security Fund—A fund may be established begin- 
ning with the Third Plan to provide universal pension from 1965 and 
onwards to all persons aged 60 years and above and passing a means 
test. An initial period of five years is necessary for accumulation of 
the Fund before the commencement of pension and would be justified 
on the principle of contributions for a period before claiming benefits. 
It is suggested that the universal pension be fixed at a modest sum of 
Rs. 100 per annum. Roughly about 10 million persons will have to 
be provided for and pension payment would amount to Rs. 100 crores 
a year. 
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These could be provided for by establishing an Old Age Security 
Fund to which should be earmarked the proceeds of a special sur- 
charge to be levied on sales tax, personal income tax -and first sales 
of commercial crops in the assembling markets or delivered at factories, 
warehouses and state-trading godowns. The latter should not result in 
any additional burdens on the consumer and would mostly replace ‘the © 
various deductions such as Dharmda made by wholesale dealers and 
Arthatiyas from the cultivator’s sales receipts under private trading. 
It is estimated that a 5 per cent surcharging on the general sales tax and 
personal income tax would yield about Rs. 20 crores per year. A 4 
per cent surcharge on the sales of sugarcane, tobacco, jute, cotton, 
wheat and rise may yield another Rs. 80 crores a year. The total 
accummulations of the Fund may be taken at Rs. 450 crores for a 
five year period allowing interest and administrative expenses. 


(ii) Provident Fund-cum-Pension-cum-Life Insurance—Not more 
than 3 to 4 million industrial workers and other employees are covered 
at present by provident fund or/and pension schemes. The total 
number of life insurance policies in force in the country was reported 
at 5.4 millions at the end of the year 1957. Many persons are common 
in the coverage of all these schemes. In all. not more than 6 to 7 
million persons as compared to 160 millions in the working force may 
be estimated as covered by all such measures and plans. 


Larger coverage, increased contributions and replacement of lump 
sum benefits payments mostly by yearly payments spread over a num- 
ber of years, are all urgent improvements. Each of these three reforms 
would contribute to larger savings. 


An all-India legislation should be enacted to make provision for 
Employees’ Old Age and Survivors’ Insurance on a compulsory basis in 
the entire organised employment sector. Both the employers and em- 
ployees should be compelled to contribute fixed premia to a Fund for 
the purpose—exemption to be given to those that are already covered 
by similar plans. Employers’ and employees’ contribution should be 
fixed at 6 to 8 per cent each. Benefits should be so distributed as to 
make provision for a small lump sum payment not exceeding one-fourth 
of the total benefit at retirement plus pension plus life insurance. Ex- 
isting provident fund and pension: schemes should also be remodeiled 
along these lines i.e. making life insurance compulsory, the premia 
being paid out of the employees’ provident fund contribution, and lump 
sum payment of the provident fund benefit to be broken into a sma! 
payment at retirement and a pension for life. It is difficult to make 
correct ‘estimates about additional savings under the scheme but a 
rough guess would be a minimum of Rs. 150 crores in a five year 
period i.e. doubling of the contributions of the existing state provident 
fund schemes. 


COMPULSORY SAVINGS |: 391. 


/ 


(iii) Crop Insurance Fund.—Compulsory crop insurance of wheat, 
rice, barley and sugarcane may: be introduced on a statutory basis for 
the irrigated fields.. At present about 30 to 40 per cent of these cereals 
and 70 per cent of sugarcane are grown under irrigation. For the non- 
irrigated fields crop insurance facilities may be offered on an optional 
basis with higher premiums and lower benefits due to the larger risks. 


The crop insurance contract should provide for a comprehensive 
protection against physical losses arising out of unavodable causes such 
as draught, floods plant diseases, beyond a certain limit and up to 
a certain maximum. It may provide that no benefit payment can be 
claimed if the loss does not exceed 25 per cent of the average yield 
and the benefit to be paid, when due, in any year will be limited to 
75 per cent of the loss in terms of normal yield. Both the premia and 
benefits will be reckoned in terms of guaranteed prices and are to be 
so fixed as to yield a surplus after meeting all costs over the period of 
the short-term weather cycle as a whole. 


On the assumption of a seven year rainfall cycle and further assum- 
ing that during its course full benefits will have to be paid only in 
two years, one-tenth of the produce ‘may be fixed as premium to be 
collected yearly under the crop insurance contract. This will, how- 
ever, have to be more carefully worked out on an acturial basis and 
the premia may differ from region to region. If the current state and 
factory purchase price of the crops to be covered by compulsory in- 
surance be treated as guaranteed prices, the premium to be paid 
by cultivators would roughly be Rs. 16 to Rs. 20 per acre of the 
irrigated area under these crops. This latter is reported to be 44 million 
acres at present and thus the premium collections would amount to 
Rs. 80 crores a year or Rs. 400 crores in a five year period. The 
net savings of the Crop Insurance Fund may roughly be taken. at. 
Rs. 100 crores at the end of the quinquennium after making allow-~ 
ancé for insutance beriefits and other costs as well as interest. ; 


(b) Sale of Government Annuities and Bonds: 


Social pressure has to be exercised to make the self-employed per- 
sons outside the range of direct taxation to contribute to the nation's 
savings effort and at the same time to help themselves against social 
insecurity. The government should issue special annuity bonds to be 
had through payments by instalments and their purchase should be 
made obligatory for (i) all self-employed persons in the income range 
of Rs. 1000 to Rs. 3600 and (ii) all cultivators paying a land revenue 
of Rs. 50 or more. The amount of instalment is to be fixed at Rs. 25 
to Rs. 40 per year for the former and an amount equivalent to the 
land revenue for the latter. Those failing to purchase the required 
annuity should be subject to an income-tax’ qmenns to three-fourths 
of the compulsory. annuity instalment. 
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In addition to the annuities, the Government should issue special 
prize. bonds to be subscribed in instalments spread over a number of 
years with interest to be paid as prize to the lucky members limited to 
say, one-third of the total in a series. 


The total contribution under these measures may be taken at 
100 crores annually or Rs. 500 crores in a five-year period. 


(c) Sealing of the Leakages of Large Incomes : 


Two types of measures need to be taken to seal leakages of large 
incomes into wasteful consumption and speculative activities. Firstly, 
there should be a statutory provision that not more than 50 per cent 
of the profits of a company after taxation shall be distributed in 
any year. This is necessary to strengthen internal financing of corpora- 
tions, to help them build reserves for expansion and improvement and 
to safeguard, aginst inflationary finance of ‘ big business’ in the private 
sector. Data have already been adduced in a previous section to show- 
as to how, of late, corporations in the private sector have 
adopted a reckless policy of retaining little of their profits 
after taxation and of setting aside small amounts for various reserves. 
This has resulted in a grave situation in which borrowings from the 
banks and foreign loans have become their main sources of finance. 
Immediate steps have to be taken to prevent a critical turn in the 
situation that this trend indicates and that may bring down a complete 
collapse of the private sector. 


Secondly, distribution of dividends to the extent of 50 per cent in 
the form of non-negotiable Government Savings Certificates should be 
made compulsory under the Companies Law. This is necessary to pre- 
vent a large leakage of this type of unearned income into unhealthy 
channels. The capital market is not likely to suffer as a result of this 
measure while the government will receive a regular credit from this 
source. 


Total contributions under these measures may be taken for the 
Third Plan period at Rs. 200 crores for the Government and Rs. 200 
crores for the private industry. 


(d) Jssue of Gold and Silve Certificates : 


A closing of the bullion maraket, establishment of state monopoly 
of sales and pufchase of gold and silver through the State Bank, licens- 
ing of manufacture of gold and silver articles and wares, issue of fresh 
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gold of standardised purity only, say 10 carrots, prohibition of private 
possession of gold and silver as metal, and replacement of private stocks 
of these metals by gold and silver certificates that should ordinarily be 
non-negotiable, although bearing interest, are all necessary to secure 
mobilisation of private hoards and to prevent a monetisation of pri- 
vate stocks of gold and silver. 


To begin with, registration of all private stocks of gold and silver 
in any form exceeding, say 100 tolas of gold and 5000 tolas of silver 
be made compulsory. Excess over these limits may statutorily be re- 
placed by gold and silver certificates. Others may be encouraged to 
to purchase these certificates on an optional basis. Gold and silver 
worth about Rs. 500 to Rs. 750/- crores may thus be acquired. 


Over-all Potential of Compulsory Savings re; Third Plan: 


In the light of estimates of contribution of measures discussed in 
this section, it may be stated that compulsory savings can make a 
substantial contribution to the finance of the Third Plan. Their total 
potential works out as follows :— 


TABLE II 


Potential Contribution of Measures of Compulsory Savings 


I. Existing State Provident Fund etc. Rs. 200 crores 
II. New Measures 
(a) Old Age Security Fund Rs. 450 ,, 
; (b) Employees’ Insurance Fund Rs. 150 ,, 
(c) Crop Insurance Fund Rs. 100 ,, 
(d) Government Annuities and Prize 
Bonds Rs. 500 ,, 
(e) Certificates in lieu of Dividends Rs. 200 ,, 
(f) Gold and Silver certificates Rs. 500 ,, 
Rs. 2,100 crores 


Out of a total amount of Rs. 2,100 crores to be raised through 
compulsory savings, Rs. 1,900 crores represent the contribution of 
new measures. Mobilisation of hoards of gold and silver would contri- 
bute less than one-fourth of the total and of the balance to be raised 
by fresh measures nearly 60 per cent would be contributed by the agri- 
culturists, 25 per cent by the small-income group and 15 per cent by 
large-income group. This should not in any way prejudice any improve- 
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ment or rationalisation of the tax effort and yields. Voluntary savings 
and flow: of funds to the capital market are not likely to be affected 
adversely by the suggested measures. 


On the: other hand, compulsory savings would exercise a dis 
inflationary pull, increase total savings and enlarge the marketable 
surplus of agricultural produce as well foreign exchange resources. 
Incidentally, these. measures of compulsion and associated social sec- 
urity would make their own contribution to the problem of unemploy- 
ment through additional employment of the educated that would be 
necessary to implement and administer them. Summing up, it may be 
emphasised that any scheme of finance of the Third Plan is likely to 
sufer with out substantial measures of compulsory savings. 


Lucknow BaLyiT SINGH 


CONTRIBUTION OF PUBLIC ENTERPRISES* 


PuBLIc investment has played a significant role in the Indian economy 
in the last century. During the British rule, inspite of their fervent 
belief in the Jaissez faire policy, the logic of the situation necessitated 
large-scale public investment in railways, posts and telegraph, and 
irrigation. Some of the Indian States like Hyderabad, Mysore and 
Travancore-Cochin also experimented with a few industrial enterprises. 
Independence and the advent of planning gave a great fillip to this 
process. Of the total investment of Rs. 3,500 crores during the First 
Plan, Rs. 1,700 crores or nearly one-half was in the public sector. 
The Second Five Year Plan with its distinct emphasis on the Socialistic 
pattern accentuated this tendency. Of the Rs. 6,200 crores of invest- 
ment visualized under the Second Five Year Plan, Rs. 3,800 crores 
investment was contemplated in the public sector. The result will 
be that by the end of March 1961, public investment will occupy a 
more important role than before the advent of planning. According to 
recent indications, the emphasis on the public sector will greatly in- 
crease during the Third Five Year Plan. 


Profitability no test of Public investment : 


The major criteria for success of public investment are different 
from those of private investment. That, in fact, constitutes the raison 
détre of the increasing stress on public enterprise. Private investment 
is only held justifiable on business principles if in the forseable future 
there are reasonable prospects of a fair rate of return on the capita! in- 
vested therein. Public Investment, on the other hand, while not shun- 
ning profits, would move in whatever the social benefit/social cost ratio 
justified it. These enterprises could be profitable or losing concerns. In 
countries where private enterprise is given an important role, the State 
would first have to enter into those fields where for one reason or the 
other private parties were not willing to move, and that would norm- 
ally be where the immediate profit prospects are not bright. In India, 
inspite of the vigorous controversies on the industrial and nationaliza- 
tion policy of the State, public investment has very largely been con- 
fined to enterprises which private parties would not have been able 
or willing to undertake at least in absence of large-scale aid. Absence 
of profits, therefore, would not necessarily connote the unsuccessful 
working of State enterprises, and condemn them as failures. 


* Paper prepared for the Economists’ Panel for consideration. Our thanks 
are due to the Secretary of the Panel for giving permission to publish it. 
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Profitability Normal Rule : 


This, however, does not mean that profits would be an unwelcome 
accompaniment of public investment, or that public enterprises should 
not be so conducted as to yield profits. In fact, there are several 
reasons for expecting profit from public investment. By its very defini- 
tion, the word public investment is confined to that part of State 
expenditure on planning, which is capable of yielding tangible returns. 
Developmental expenditure on education, medicine or public health, 
which contributes to the formation of human capital, is excluded from 
this category. The products of this investment are largely bought and 
sold in the market on pricing principles. Those only who can make their 
demand effective by offering the price demanded are able to get the 
direct benefit of the services. They cannot be afforded by all uni- 
formly. As a general rule, therefore, it would be advisable to fix the 
rates or prices in such a way as to ensure a reasonable profit return. 
There would be not infrequent exceptions to this rule, but they would 
be temporary, or else need a clear justification in terms of national 
ideals and policy. 


There is another reason, which would tend to lay greater em- 
phasis on the profitability of public investment. The programme for 
rapid economic development that India visualizes is essentially depend- 
ent on large public expenditure programmes. Their financing is a very 
difficult job. It would almost be made impossible if increasing public 
enterprises could not sizeably contribute to it. The entire burden of 
it could not be thrown on our already heavy taxation or borrowing, 
internal or external. Successful public investment programmes add 
to national income and taxable capacity, and increase tax revenues 
even at constant rates of taxation. They also sometimes lead to indirect 
social benefits for which a special tax can be levied. But by the very 
nature of the case, neither of these is likely to yield substantial sums. 
It would be much better where possible to charge sufficiently remunera- 
tive prices for the output of this investment, and thus get money at the 
source. This would solve many ticklish problems connected with 
measurement of benefits and their taxation. 


Tax or Subsidy Element : 


When we say that public investment must as a rule be expected tu 
yield a reasonable rate of profit, that does not preclude the prices of 
their output being so fixed as to contain a tax element, nor, for that 
matter, a subsidy element. But the tax or the subsidy element must 
clearly be recognized, must be defensible in well-recognized canons 
of public finance, and must be in consonance with our tax and 
expenditure systems. Our great nee!s for increased revenues have made 
us considerably modify our earlier ideas on the subject of commodity 
taxation. Time was when we considered it as only justifiable when im- 


CONTRIBUTION OF PUBLIC ENTERPRISES 8397 


posed on comfort and luxuries ; a tax on essential commodities was 
ruled out. Now, almost all the State Governments look upon general 
sales taxation covering almost all items of expenditure as the mainstay 
of their finances. The Union Government has levied new taxes, and 
increased many old taxes on essential commodities like sugar, kerosene, 
matches, tea, coffee, cloth, vegetable ghee, tobacco and tobacco pro- 
ducts et¢. Recently, it has gone further and levied duties on non- 
consumption materials like cement and steel. We have hardly any 
significant instances of subsidies paid to producers of goods or services. 
In the context of our needs and the large role of public investment 
in the economy the plea that prices of public utilities, which are subject 
to the law of increasing returns, should be fixed according to the 
marginal cost, and that the difference between the total costs and 
receipts so obtained should be met out of general taxation will com- 
mand little approval. However plausible the argument may sound, the 
advantages of such subsidies must be weighed against the advantages 
of alternative methods of spending and against the disadvantages of 
tax or other measures out of which they would be financed. There are 
generally many more profitable methods of spending and nil or little tax 
possibilities. So also, the tax element in pricing of public utilities, how- 
ever objectionable it may seem, has to be weighed against the expan- 
sion of public investment or increase in public expenditure that it makes 
possible and generally the latter has the balance of advantages in its 
favour. 


Expense Allowances : 


In order to know whether a service is being taxed or subdized, it 
is essential to ensure that the accounts of all public enterprises are 
kept on a commercial basis, and that all goods and services supplied 
by other public enterprises or Government departments are properly 
charged for. From that viewpoint, it is disappointing to note that there 
are as yet some State enterprises that do not make due allowances for 
the interest on their loans or proper depreciation so that it is not 
possible to know whether they are making a reasonable profit. It does 
not serve the purpose of clarity to decide whether and to what extent 
financing of public enterprises should be done by loans from Govern- 
ment or by capital invested in them according to their likely profitab- 
ility. The Estimates Committee, the Indian Taxation Enquiry Com- 
mission and other Governmental authorities have from time to time 
emphasized the need of proper provisions for these items and the neces- 
sity of keeping all such accounts in a commercial form, but the re- 
commendations have not been fully implemented. Where allowances 
are made, it is difficult to say how far they are adequate. The Govern- 
ment gives to public enterprise long-term loans at interest lower than 
what similar sized private firms would get from the market. The 
adequacy of depreciation is more difficult to assess, but there are at least 
a few cases where on proper scrutiny it has been found to be inadequate. 
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In many cases, the depreciation charges are less than what commercial 
firms would have been entitled to charge on the basis of income- 
tax rules. Old Government commercial undertakings charge deprecia- 
tion on historical cost basis, without taking any advantage of initial 
depreciation allowance and developmental rebate rules, which are 
really meant to take care of the substantially higher cost at which they 
can be replaced. For instance, it was found that in the case of such an 
important and long-standing department like the railways, depreciation 
provisions were inadequate inspite of sucessive Railway Convention 
Committees recommending their upward revision and inspite of 
the Parliament’s greater generosity in this regard as compared to the 
Convention Committee’s recommendations.’ The result was that an 
unduly favourable picture of the profitability of railways was created, 
which was a great obstacle in the revision of the level of railway 
rates. The profits of railways and other departmentally run enter- 
prises are not liable to income-tax, thus creating a further disadvant- 
age for the general revenues and an unduly favourable impression of 
the financial efficiency of such enterprises. 


Reasonable Rate of Return 


A further question in this connection is the reasonable rate of 
return on capital invested by the State. It must be emphasized in 
this connection that the permissible return on loan capital or the re- 
turn obtained by investment in first class debentures cannot furnish a 
good parallel. The return on equity capital must be greater in order to 
cover the uncertainty and risk involved. Recent investigations into 
company finances of many countries have brought out the fact that 
in the case of successful companies, besides yielding an attractive 
rate of dividend, the profits after taxation are high enough to finance 
a substantial part of the expansion programmes. If the public enter- 
prises are to grow rapidly, this scale of profits will have to be insisted 
upon as a rule. The Tariff Commission, which in the course of its 
fair price inquiries has to be concerned with the question of a reason- 
able rate of return, has permitted high profit rates even in basic indus- 
tries. For instance, in the case of the Cement Industry, the Commis- 
sion allowed for a 10-12 per cent return on all employed capital in 
private cement factories. This was in addition to the usual deprecia- 
tion allowances and a special rehabilitation allowance of Rs. 4 per 
ton on cement manufactured with the help of the equipment installed 
prior to 1949.2, This seems to be a much better formula than the 
earlier one of 10 per cent return on gross block and 44 per cent in- 
terest on working capital. There is no reason why some such return 
should not normally be possible in case of public enterprises. 


1 Report of the Railway Freight Structure Enquiry Committee, 1955-57, Vol. I, 
paras 142-48. 


5 ue of the Revision of Fair Prices Payable to Cement Producers, 1958, Paras 
and 9. 
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Competition from Private Factories 


The ensurement of a fair rate of return could work easily in 
fields where public enterprises render non-competitive services for which 
the demand is fairly inelastic or where supply is inadequate in rela- 
tion to demand. Our public enterprises now include quite a few units 
which have been started in the competitive sphere and where the 
cost of production in public enterprises is likely for legitimate reasons 
to exceed that of private units. In such cases, the application of the 
above rule raises a problem. If the objective in the State embarking 
on the enterprises has been to act as a model to private enterprises 
in charging fair prices to consumers, and the cost of production in 
the public enterprises is so high as to make the market price charged 
not sufficiently remunerative to the State, the motive in starting this 
enterprise would preclude charging of higher prices. For instance 
the Government Milk Colony at Bombay was started with the objec- 
tive of supplying cheap and good milk to the Bombay City con- 
sumers. Because of location and other allied factors the cost of milk 
production in the colony was so high that it was not possible to 
charge a remunerative price for its supply and it was only the sale 
of the highly profitable imported milk powder that could make the 
running economic. The situation is very different in other cases where 
there is no fundamental bar to raising prices. For example, it is very 
likely that owing to the high plant costs as well as the need for large 
overhead expenditure in setting up industrial towns for the first time, 
the cost of additional steel produced by the Hindustan Steel Company 
at Rourkela, Bhillai and Durgapur plants will be higher than that 
produced in the private sphere at places like Jamshedpur. But steel 
factories were only started in the public sector because steel was 
an essential commodity for economic development. The capital required 
for setting them up was very large. It is not likely that the cost of pro- 
ducing new steel at new plants even if produced by private enter- 
prise would have been cheaper, nor is the price of imported steel lower. 
Under these conditions, remunerative stee] prices would have to be 
assured to the new steel producers ; only in absence of special devices 
this might mean a big rent-income to the old steel producers. The 
present device of pooling steel supplies combined with differential re- 
tention prices would make it possible to eliminate these undeserved 
private profits ; it should not be used to reduce steel prices, unless it 
is felt that steel consumption should be encouraged, or that its con- 
sumers deserve a special subsidy. In absence of such proofs, the 
steel prices should cover the cost of production of new steel factories, 
including a reasonable return on the capital invested. 


Central Enterprises in need of Subsidies : 


Examining the nature of the Union and State Industries in the 
light of these principles, there are only a few enterprises whose 
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Government subsidy would be unobjectionable. Transport and com- 
munications being the vital strategic links and key factors in economic 
development, an entirely full return may not be necessarily insisted 
upon in their case, though looking to the scale of investment only 
marginal subsidization would be possible. The present return in both 
these cases is rather low. It is also clear that in the case of a world 
competitive industry like shipping the Government could not charge 
the Indian shipping companies more on the Indian ships they purchase 
than the world prices. As long as the Hindustan Shipyards cannot build 
ships at the same rates as its world compeers, it is likely to be a losing 
concern. There are further certain items which are directly linked up 
with the health programme like the D.D.T. or pencillin manufacture 
(the Hindustan Antibiotics Ltd., and the Hindustan Insecticides Ltd.) 
where on grounds of policy the State could only operate on ‘ no profit” 
basis. In some of these cases the Government is further bound by the 
conditions of technical and financial aid received not to charge more. 
In view of the imperative needs of increased agricultural production in 
the country there may be a temporary need for subsidizing those pro- 
duction facilities which are not likely to be fully utilized at commercial 
charges. Food grains and other commercial crops grown with these 
facilities are likely to bring profits to farmers so that it should not 
be necessary to give such concessional facilities except in early stages 
where the advantages are not appreciated or benefits not realised. In 
later stages, it should be possible to get reasonable rates of return. 


Gestation and Initial Periods : 


There are two further reasonable contingencies in which profits 
may not be obtained. Enterprises not in full operation cannot be ex- 
pected to yield profits as the overhead expenses will have to be spread 
over a small quantity of production. Some of the public enterprises 
in India are such that the gestation period is fairly long. Further in 
some cases the earlier years are years of experimentation through trial 
and error method, and a reasonable efficiency in production will take 
time. Such long periods of unprofitability or relatively low profitability 
have not been unknown in the history of many redoubtable business 
houses. But in such cases the returns later on should be enough to com- 
pensate for earlier losses. The fact that many of these are capital goods 
industries should not be a sufficient reason for being satisfied with 
a low rate of return. In the case of similar enterprises in the private 
sector we should have hardly thought of subsidizing them ; in fact even 
when their cost of production is greater than that of parallel imported - 
products, tariffs are resorted to rather than subsidies given. 


Profitability no Concern : 


There is one type of industrial enterprises where the principle 
of commercial pricing so far insisted upon has not much force viz. in 
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the case of concerns whose products are almost entirely bought by 
Central or State Governments or public corporations. The Hindustan 
Cables Ltd., for instance, sells its entire production to the Posts and 
Telegraph Department ; the Indian Security Press looks after Govern- 
ment, the Bharat Electronics Ltd. is intended to meet the requirements 
of equipment of the Armed Services and Government. The Chittaranjan 
Locomotive Works caters to the needs of railways. In such cases, the 
pricing principles outlined above have only indirect utility. They serve 
as a check on the efficiency of enterprises and are helpful in correctly 
knowing the costs of the enterprises using them. 


Present Returns from Central Enterprises : 


The 1959-60 Budget memorandum gives a detailed list of the 
money invested in the Central Government enterprises and the return 
actual and expected from them. The list is defective in several ways. 
It does not take into account those enterprises which the Central Gov- 
ernment does not entirely own or in which it has no controlling in- 
terest. It, on the other hand, includes special financial institutions like 
the National “Industrial Development Corporation, the Industrial Fin- 
ance Corporation and the National Small-Scale Industries Corporation, 
and institutions for trade promotion like the Export Risk Insurance 
Corporation, which have special objectives in view. The accounts of 
the Central Government Departments, mainly Posts and Telegraphs 
and Railways, are given separately. By themselves, the accounts will 
not show the defects of inadequate or no depreciation, or no or inade- 
quate allowance for interest on loans. With all these limitations, the 
figures make it amply clear that the returns are very low. For a total 
Government investment of Rs. 243 crores to the end of 1957-58, a 
profit of only 1.33 crores was made. Though a further sum of Rs. 160 
crores was invested in 1958-59, the estimated profits for that year were 
not higher. It is obvious that the prices charged for public enterprises 
are inadequate in relation to the criteria suggested earlier and not for 
adequate reasons. 


It is difficult to get parallel up-to-date information for State enter- 
prises. The scanty information that is easily obtainable is disturbing. 
Apart from the instances of some Indian States like Mysore, Hyder- 
abad and Travancore-Cochin, industrial enterprises by States were rare 
in this country before Independence. The old state of Hyderabad had 
an Industrial Trust fund which invested in big enterprises whose 
return was used to aid small-scale industries. There were a few in- 
vestments which proved remunerative, but others proved unprofitable. 
The policy on the whole was successful in encouraging the starting of 
industries. The Mysore State did good work in industrial pioneering. 
Both this State and Travancore-Cochin were financially successful in 
those lines which were built on utilizing their special raw materials ; 
in other, the success was indifferent. In Madhya Pradesh there have 
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been post-War investments in a variety of concerns, but they have 
proved unprofitable. Generally speaking State investments in recent 
years have been largely confined to irrigation, electricity and road 
transport. Of those, probably, irrigation is the most ancient. It was in 
the past customary to divide all irrigation schemes into protective and 
productive, and insist in the latter case that the interest on capital in- 
vested and the running costs must be covered by the receipt from irri- 
gation. Both the Indian Taxation Enquiry Commission and the Finance 
Commission, which went into this question, pointed out that in recent 
years the receipts from new works hardly even cover the working costs. 
In many cases, even at these subsidized rates, irrigation water is not 
fully utilized. In quite a few instances, irrigation has been, for the first 
time, introduced in areas of dry farming which will require substantial 
complementary investment for irrigation fruits to be realized. This 
has made the position very difficult. The explanation for the low rates 
of return on new works and higher rates on old ones, may partly lie in 
the very different tests of productivity of irrigation. But, an inquiry 
into whether the present water rates do mop up a good part of the 
actual benefit realized is worthwhile. In the case of electricity, the 
States have not been able to recover even the low return allowed to 
private companies.* The recent emphasis on rural electrification has 
led to low loads. This is a policy decision which may be justified on 
the ground of promotional rates. But care should be taken to ensure 
that it does not prove a long-term phenomenon. Road transport has. 
for many reasons, not proved a remunerative proposition in many 
States.‘ The effort has essentially been to provide at the same rates 
as those charged by private companies much better amenities, quality 
of service and punctuality. This coupled with inexperience in earlier 
stages has led to regrettable results. In the Bombay State at least this 
period is fortunately over and the State Transport is now making a size- 
able profit on the capital invested. By and large, however, the financial 
position of State enterprises has not improved. 


Efficiency of Enterprise : 


One point needs emphasis here. A reasonable rate of remunera- 
tion and national taxes are only two of the elements that enter into 
prices. Costs are the more important constituent in price determina- 
tion. Any devices which enable a reduction in real costs lead to greater 
profits with the same price, or to lower prices with the same profit. The 
scope for such cost reduction through economy or improved efficiency 
and productivity is likely to be considerable. We have not attempted 


3 “* A disturbing feature in the revenue position of most States was the deterio- 
ration in the net receipts from irrigation and electricity undertakings” (Report of 
the Finance Comission, 1957, para 75). “‘In respect of electricity undertakings only 
four States namely Madras, Mysore, Punjab and Uttar Pradesh derived an appreci- 
able net return after providing for interest and other charges ”’ (para 78). 


* In more than one State there has been accumulation of losses in the working 
of transport, industrial and commerical undertakings (ibid, para 81). 
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to go into this question as it is outside our orbit. We may, how- 
ever, draw attention to the fact that in many cases State enterprises are 
likely to mean by the very nature of their case increases in money 
cost per unit. They would be expected to give fair and not exploitative 
prices to the producers, and fair wages to labour which may not have 
been the practice before. These will have therefore to be counteracted 
by substantial reductions in real costs to lead to a deduction in total 
money costs. 


Allocation of Profits : 


The question how the profits of public undertakings calculated on 
proper commercial accounting procedure are to be allocated between 
the General Budget and the Specific budget of the particular industry 
is not discussed here, as given an integrated and co-ordinated policy 
between general public expenditure and capital expenditure by Public 
undertakings, it is of secondary importance. Whatever the profits that 
the undertaking is allowed to retain, they would be equally available 
for spending in the undertaking or for other State purposes, according 
to national priorities. This would also be true of general funds. From 
the practical view-point this arrangement is of some importance, for 
it is easier to get sanction for spending money that you have rather 
than spend money which has to be obtained from the Exchequer. 


Conclusions : 


(a) Public enterprise cannot be judged on the test of profitability. 
In a mixed economy it moves in wherever the social benefit/social cost 
ratio justifies it and where private enterprises going by the criterion 
of financial remunerativeness are not willing to enter. 


(b) Nevertheless, public enterprises should normally be so con- 
ducted as to yield profits. Their output is normally sold on the pricing 
principle, and only those who can afford to pay the price can directly 
benefit from it. The difficulty of financing rising public expenditure 
through taxes or borrowing is an additional reason for such a policy. 


(c) The actual prices charged by public enterprises may contain 
a tax or subsidy element, but this must be justified in the light of cur- 
rent ideals and practices in public finance. At present, we have taxes 
on a large number of commodities of everyday use and also on non- 
consumption goods, and subsidies only in rare cases. 


(d) Normal prices should cover besides working costs, deprecia- 
tion allowances on business principles, interest on borrowed capital, 
and a reasonable rate of return on equity capital. It is interesting to 
note that in the case of successful private companies, the rate of re- 
turn has been sufficient not only to give good dividends to the share- 
holders but also to yield a substantial amount for expansion. In deter- 
mining fair prices to producers, the Tariff Commission takes the need 
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for expansion of the industry into account. There is no reason why the 
same principle should not be followed in determining the prices of 
public enterprise products or services. 


(e) In cases where public enterprises are manufacturing competi- 
tive products or rendering competitive services and where their cost of 
production is high, the above rule is likely to lead to some difficul- 
ties, but it should only be departed from, where public enterprises are 
Started with a view to bring down prices. 


(f) Subsidisation may be to a small extent advisable in case 
of transport and communications, preventive and positive medicine and 
temporarily for encouraging food production. It may be necessary in 
case of intermediate and capital goods to ensure fair competition with 
foreign products. 


(g) Immediate profitbility may not be possible for concerns still 
not operating near their full capacity or in new lines where experi- 
mentation is essential for success. In the latter case, the later returns 
should be high enough to compensate for the earlier low returns. 


(h) Judging both Union and State enterprises by the present and 
making the most liberal allowances for exceptions, the yields 
are abnormally low. This is not only true of enterprises in new fields 
but also of firms in established lines like irrigation and electricity. Ob- 
servers have been greatly struck at this financial deterioration. Greater 
efficiency will no doubt remedy this state of affairs but our price policy 
also needs radical revision in light of these facts. 


Bombay D. T. LAKDAWALA 
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INCREASING LENGTH OF WORKING LIFE AND ITS 
IMPLICATIONS* 


UNDERLYING all economic problems of the underdeveloped areas 
are the basic reasons of low production, low income and savings. 
Therefore the remedies proposed involve the raising of the level of 
output and employment which, incidentally, may be seen to form the 
primary goal of all developmental plans that are now being imple- 
mented in the regions of Asia, Africa and Latin America. Historically, 
the process of development depended on the availability and intensive 
utilisation of natural resources, labour and capital. . 


As regards the use of land and capital, a great deal has been dis- 
cussed in the growing literature on the Economic Development of 
Underdeveloped Countries, However, it is with some aspects of the 
problem of labour that the present article mainly concerns itself. Tradi- 
tionally, economists identified the factor of labour with the size 
of the population of a country and thereupon, in their economic an- 
alysis, they either impounded it under ceteris paribus or relegated it 
to the background as a long run variable. But, should the events 
during the last hundered years be of any indication, they point to a 
new dynamic approach. Among the factors that had been urging 
for this kind of approach are, in the field of demography, the variables 
of migration, mortality and fertility. Thus, for instance, the great in- 
flux of people from Europe to America, estimated over 60 million," 
tended to exert profound influence on the labour supply of both the 
receiving and losing countries, and what is more, the factor of labour 
that had hitherto been conveniently assumed to be a fixed proportion 
of the total population was found to vary even within a short period 
depending upon the number, age and sex characteristic of migrants. 
Usually, the migratory streams, by virtue of their composition con- 
taining more adult males than that of the native population, bring in 
more than proportional increments to the working force. Examples 
of nations so benefited out of migration are pre-eminently the United 
States of America, New Zealand and Australia. 


Of late, however, the volume of migration at the national level 
has been slowly diminishing though at the same time it has to be borne 
in mind that internal migration is assuming great proportions in re- 
sponse to the process of urbanization and industrialization that is 


* The author is very grateful to Prof. K. C. Zachariah of the Demographic 
Training and Research Centre, who kindly helped learn, and cleared doubts on the 
very intricate life-table techniques. 

1 Dudley Kirk, Europe's Population in"the Interwar Years, League of Nations, 
Geneva, 1946, p. 78, 
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fast gripping the underdeveloped countries. Inasmuch as the said 
movement even though of a pronouncedly internal type persists, the 
labour supply, in this case, of geographical divisions such as districts, 
states and regions will be affected considerably. But, what concerns 
us much more in the present paper is the factor of mortality which, 
by reason of its rapid decline unprecedented in the history, will prove 
to be the dominant force governing the size and structure of the labour 
force in the next few decades. 


II 


Mortality Decline and Working Population : 


Mortality decline, as witnessed in the countries of western Europe 
and North America, was the resultant of general rise in standards of 
living. This was of necessity an involved and time consuming process. 
But the mortality conditions as prevalent now in the underdeveloped 
regions arise out of a multiplicity of economic, social and natural 
causes, among them chronic malnutrition, occasional famines, and 
endemic infectious diseases which periodically become epidemic and 
account for a great proportion of deaths. And, the reduction of deaths 
arising out of these causes has in the twentieth century become com- 
paratively easier with the introduction of effective public heaith mea- 
sures of epidemic control, and the availability at low cost of insect- 
cides and drugs. Further, the activity in this field of international 
organizations like WHO has helped accelerate a great deal the decline 
of mortality. Thus, in the case of Ceylon, the widespread spraying 
of DDT in malarial districts had lowered rather precipitously the 
death rate from 20.3 per thousand population in 1946 to 14.3 and 
13.2 respectively in 1947 and 1948 or by 35 per cent in two years.’ 
As a consequence, in the absence of simultaneous decrease in the birth 
rate, the population of Ceylon has begun to grow rapidly and it has 
been estimated to be three per cent during 1956-61.° Similarly, a rate 
of growth around three per cent is now being experienced by some 
of the Latin American countries. In India, the population is calculat- 


ed to increase at the rate of 1.9 per cent during the quingennium, 
1956-61 .* 


This growth rate with great potentials for further increase, unless, 
of course, measures are taken to reduce fertility, will make the task of 
economic development very difficult in the densely populated under- 


* Quoted in United Nations, The Determinants and Consequences of Popula- 
tion Trends, New York, 1958. p. 59. f 


* S. Selvaratnam, Population Projections for Ceylon 1956-81. Demographic 
Training and Research Centre, Bombay, 1958, p. 80 (draft). 4 
* Based on population projections for India by Ansley J. Coale and Edga, 


M. Hoover in Population Growth and Economic Development in Law Income Countries 
Princeton, 1958, p. 388. 
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developed countries of Asia, especially India. Still worse is the fact 
that additions to total population under this sort of mortality decline 
with no or slight change in birth rate, otherwise called ‘ vital revolu- 
tion” accrue from proportionatcly larger saving of the lives of infants 
and children, and that in turn, will accentuate the ‘bottom heavy * 
age structure of the population. Correspondingly, the proportion of the 
population of working ages will dwindle and add theoretically to the 
handicap of low production of goods and services irrrespective of whe- 
ther or not the present adult manpower is fully employed. This effect 
may very well be illustrated as follows with the aid of ‘model stable 
population 


TABLE I 


Composition by Broad Age Groups and Crude Vital Rates of Model 
Stable Population corresponding to Different Levels of Mortality 


Gross Reproduction Rate 2-5 


Expectation Crude Rates (per 1000) 

of Life at Birth — 

(in years) é ~ 60 years Birth Death Natural 
and over Increase. 


60- 
57- 
55- 
53- 

51- 


Source : United Nations, The Aging of Populations and its Economic and Social 
Implications, New York, 1956, p. 26. 


Table 1 has been chosen from a set of models so as to conform 
with high fertility societies like India where the gross reproduction 
rate is about 2.5. If the fertility remains constant at that level, the 
proportion of population under 15 years will rise from 37 to 43 per 
cent as the death rate drops, in the extreme case to 6 per thousand 
population. Simultaneously, the working population between ages 15 
and 59 will become less by nine points. In other words, the number 
of ‘ producers’ per ‘consumer’ will decline from 0.61 to 0.51 in the 
given example. To be, however, of some practical significance, if we 
use the population projections for India made by Ansley J. Coale and 


5 The term ‘ bottom heavy’ age structure is used to denote generally the 
population containing more than 40 per cent of the people in the age group 0-14. 


* A ‘Stable population’ is the population that would eventually result from 
the long-time continuation of any mortality schedule and any rate of increase (or 
fertility schedule) because the proportion of the population in each age class will not 
change with time, though the size of the population may increase or decrease (United 
Nations, The Determinants and Consequences of Population Trends, p. 142). 


20 34-1 2 42-8 49-1 6:3 
30 36-9 40-6 33-2 7:4 
40 ‘9 39-3 23-2 16-1 
50 40-0 1 38-4 16-0 22-4 
60°4 41-4 0 37-7 10:1 27-6 
70-2 42-7 37-0 5:5 81-5 
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Edgar M. Hoover, the indications are that the population below 15 
years will move upwards from 38 to 41 per cent and the adult workers 
aged 15 to 64 will decrease from 59 to 56 per cent during 1951-81.’ 


Thus, so far, we have seen that the impending effects in macro 
terms of falling death rates are unfavourable, giving rise to larger popu- 
lations but a relatively smaller proportion of working population. Never- 
theless, on extending the analysis further in microterms, a silver lining 
may be discerned in regard to its favourable effects. Firstly, there 
occurs al] round improvement in the health of workers with the curtail. 
ment of the incidence of mortality especially of Malaria which is held 
to incapacitate a person. But, these advantages are of only qualitative 
importance to us. Secondly, much more important will be the increas- 
ing length of working life following the reduction of high death rates. 
It is therefore proposed to measure the length of working life in India 
over a period of thirty years beginning from 1951, and highlight some 
of its implications to the economy of the country. 


Ill 


Length of Working Life in India, 1951-81 : 


The concept of length of working life dates back at least to the 
eighteenth century actuaries, economists and sociologists, while the 
technique of measurement in the present form has been developed 
by John D. Durand in his study of The Labour Force in the United 
States, 1890-1960.* The other important works in the field are by 
Seymour L. Wolfbeing and Stuart Garfinkle of the U.S. Department 
of Labour.* 


In essence, this concept is similar to the conventional life table 
measure of the expectation of life at birth. The main difference is that, 
whereas in the usual life table an intial cohort of 100,000 births is sub- 
jected to attrition through deaths at successive ages, the construction 
of tables of working life involved a new additional factor, namely, the 
probability of being in the working force. Given these rates, the tables 
can be built in the same way as the life table, and values of length of 
working life obtained for various ages. However, the details of life 
table techniques comprising an array of functions such as dx, qx, Ix, 
Lx, LWx, e2 and ew, need not detain us here any longer. For the 


7 Calculations based on Table A-5 in Ansley J. Coale and Edgar M. Hoover, 
Population Growth and Economic Development in Low-Income Countries, Princeton, 
1958, p. 361. 


8 John D. Durand, The Labour Force in the United States, 1890-1960, New York, 
1948, Appendix D. pp. 259-265. 


® See Seymour L. Wolfbein, ‘ The Length of Working Life ’ Population Siudies, 
Vol. III, No. 8, 1949, pp. 286-294, and Stuart Grarfinkle, ‘ Changes in Working Life 
of Men, 1900 to 200’.in Joseph J. Spengler and Otis D. Duncan, Demographic Analysis 
Illinois, 1956, pp. 104-107. ; 
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calculation of the length of working life in India, simply, use has been 
made of the life tables projected upto 1981 by Ansley J. Coale and 
Edger M. Hoover,'’ and the age-specific labour force participation 
rates are obtained from the national Sample Survey.'' According to 
these mortality projections by Ansley J. Coale and Edgar M. Hoover 
the expectation of life at birth for males will increase from 33.5 years 
in 1951 to 49.3 and 51.5 years in 1971 and 1981 respectively as shown 
in Table 2. 


TABLE 2 


Average Life, and Work-life Expectancy for Men, 1951-1981. 


At Birth At Age 20 
Life Work Outside Life Work In 
Expectancy life Labour Expectancy life Retire- 
Years in vears Expectancy force in years Expectancy ment 
in years in years in years 
1951 33-5 20-8 12-7 33-8 31-0 2-8 
1961 28-6 15°8 40-4 36-2 4:2 
1971 49-3 32-3 17-0 43-9 38-9 5-0 
1981 51-5 33°38 17-7 43-9 38-9 5-0 
Maximum 72-6 49-0 23-6 54°5 46-6 7-9 


Note : In the calculation of work life expectancy, labour force participation rates 
for the age groups 15-19 and onw ards only used ; that of 0-14 given in 
NSS report is not taken account of since the employment of young and 
child labour is fast disappearing. 


It is evident from Table 2 that the reduction of deaths will lead to 
great improvements in the length of working life. Starting from a very 
low 20.8 years of work-life expectancy in 1951, it will leap to 28.6 
years in 1961 or by 37 per cent. In the succeeding two decades also it 
will rise though not so spectacularly, and in 1981 the average 
work-life of an Indian is estimated around 34 years if the NSS parti- 
cipation rates as in 1953-54 continue into the future. Should the 
mortality conditions, however, improve, as it would at least in the 
distant future, to the known ‘ maximum’ expectation of life at birth of 
72.6 years for males.'? that was obtained from western experience, 
then the working life of males in India will soar to 49 years, that 
is more than double the present work-life of 24.7 years in 1956. 


10 Ansley J. Coale and Edgar M. Hoover, P. ion Growth and Economic 
Developmet in Low Income Countries, Princeton, 1958, pp. 350, 259. 


11 The National Sample Survey, Report on Some Characteristics of the Economi- 
eally, Active Population, Delhi, p. 57. 


12 The ‘ maximum ° improvement in mortality is as embodied in level 115’ of 
the Model Life Tables, for details see, United Nations, Methods for Population 
Projections by Age and Sex, New York, 1956, pp. 72-81. 
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More specifically, if we take a workman aged 20 in India, he could 
expect in 1951 to live another 34 years and to work about 31 years, 
leaving on the average about three years to be spent in retirement. In 
contrast, it may be pointed out, that even as early as 1900 for which 
the figures were available, a white male of 20 in the U.S.A. had a © 
life-expectancy of 42.2 years and work-life of 39.4 years.’* During the 
next thirty years the retirement period of an Indian worker will 
lengthen to five years, and under the maximum assumption, it will 
last for eight years. This increasing duration of retirement period will 
tend to create a few social and economic problems which will be dis- 
cussed in the last section. 


Elasticity of Working life: The term elasticity of working life 
as applied in the demand theory, is used here to denote the quotient 
of the per cent annual increase in the working life to the per cent 
annual increase in the total life expectancy. It works out, in the case of 
India, to be 1.18 during 1951-61, and comes down to 1.12 and 1.03 
in the decades 1961-67 and 1971-81 respectively, It is somewhat 
obvious that, in the current decade, for each per cent increase in the 
expectation of life at birth, there is a parallel increment of 1.2 per 
cent to the anticipated working life, and as such, is extremely bene- 
ficial to the economy. Elasticities less than one are of course to be 
regarded as unfavourable for the underdeveloped countries. 


Working-life tables for women: So far the discussion centred 
around males only. Similar measures could also be calculated for 
the females, and the general conclusions arrived at in the case of 
males would hold for the corresponding female workers, too. But, the 
very complex and changing pattern of participation by women in the 
labour force would require more refined methods of calculation to 
allow for the effects of such variables as marriage, childbirth, widow- 
hood, divorce, size and income of the family in regard to which data 
are not readily available. 


Limitations: In passing, lest a hasty conclusion be deduced, 
certain limitations of the measures of life expectancy and work life 
expectancy might be indicated. Firstly, the conventional life table is 
based on a schedule of age-sex specific mortality rates as of a given 
year or period. Instead, the actual mortality experience of the cohort 
is taken account of to yield what is known as generation life table, 
then the life exppectancy and hence length of working life will be, 
under conditions of persitent decline of mortality, slightly longer than 
what were obtained in Table 2. But, construction of such tables is 
anything but impossible for India or, for that matter, for most of the 
developed as well as less developed nations. What may be, however, a 


18 Stuart Garfinkle, ‘ Changes in Working Life of Men, 1900 to 2000’ in Joseph 
J. Spengler and Otis D. Duncan, Dumographic Analysis, Illinois, 1956, p. 106. 
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practical improvement of the present status is to use specific mortality 
rates for different occupational groups and build what may be called 
occupational work-life tables. Secondly, as regards the factors of 
economic activity rates it was assumed throughout the paper to remain 
constant till 1981 and beyond. Indications are that the specific rates 
for the age groups of 15-19, 55-59 and over 60 may considerably 
decrease in future as the proportion of working force in the non-agri- 
cultural sector begins to rise calling for a new acquisition of scientific 
and technological skill which means spending many years at colleges 
and institutions before looking for jobs. This will have the effect of 
lowering the work-life expectancy, and therefore, the length of working 
life, especially at the older ages, must be carefully interpreted. Lastly, 
these measures are at best only averages. These are persons who die 
early and so spend zero years in retirement; also, there are workers 
who retire earlier or work longer than the obtained work-iife expec- 
tancies. Notwithstanding these limitations, certain .broad inferences 
may be drawn from this analysis. 


Economic and Social Implications : 


As was pointed in the introduction, the problem of production 
occupies the central role in the economic development of India and 
other underdeveloped nations. It is therefore logical to begin by con- 
sidering implications with reference to production. The present demo- 
graphic pattern is one of inefficiency in the sense that people work too 
short a period when compared with their counterparts in the advanced 
countries. This phenomenon is especially disadvantageous to us in 
occupations requiring great skill and an amount of professional ex- 
perience. To explain further, an engineer or a lawyer in India with 
similar background of basic training involving almost the same amount 
of social overhead capital can expect to serve his country in the pro- 
duction of goods and services for only a small period that is one-half 
of what an engineer or a lawyer in U.S.A. can expect to work in 1950. 
For the work life expectancy in U.S.A. is 41.9 years for males in 1950'* 
which is in sharp contrast to the figure for India of 20.8 year in 1951-54. 
In the circumstances, the increasing length of working life anticipated 
during this generation and after will have to be looked forward to as 
contributing toward greater production and efficiency of the economy 
particularly when a country is faced with shortage of technical per- 
sonnel and funds to establish higher technological institutes to train 
new people. Therefore, the mortality induced increments to the length 
of working life may be considered to be uniquely beneficial in the same 
way as migration of skilled labour and investment capital from abroad 
which entail no economic or social costs to the receiving countries. 


14 Ibid., p. 106. 
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But, in occupations requiring neither great skill nor professional 
experience, it is doubtful whether similar advantages will accrue as a 
result of increasing length of working life. On the contrary, it may 
even prove, in a sense, to be unfavourable. Because the existing 
pattern of low work-life expectancy meant that few worked long years 
to receive thereupon pays relevant to the higher slabs of the given pay 
scale, whereas under rising length of working life, in future, more and 
more workers, by virtue merely of being in their jobs for a greater 
number of years, will become entitled to higher pays in the upper ranges 
of their pay-scales. The effect obviously will be to enhance cumulative- 
ly the wages bill of the firms and the industries, the greatest impact of 
it, however, being in the government sector which employs practically 
every one on salary basis. Furthermore, the expenses that the central 
and the state governments will have to bear on items of pension, and 
old age allowances, if any, will mount to considerable heights during 
1951-81. For in 1951 while a retired person may expect to receive 
pension on the average for about two years, a person retiring in 1971 
and thereafter, may be anticipated to claim benefits for five years. In 
this connection the question of age at compulsory retirement will come 
to engage the attention of the welfare economists. 


Age at Retirement.—Any policy decision in regard to age at com- 
pulsory retirement must have as its basis some actuarial measures. 
Though two measures so far known, namely, the expectation of life and 
work-life expectancy as at birth provide basic indications of the level 
and trend, a more rational approach will be to base our considerations 
on work-life expectancy at an old age, say 45. Accordingly, if we have 
to discuss the issue, the work life expectancy of a male in India is 
about fifteen years in 1951 (see Appendix) .This is expected to rise to 
18 years in 1961 and 19.5 years in 1971. On attainment of ‘maximum’ 
improvement of mortality, this will grow further to 23 years. A caution 
that is worth repeating at this stage, however, points to the fact that the 
process of indusrialization may result in the reduction of the labour 
force participation rates for the the age group 45 over. Thererfore, if 
allowance is made to take care of the effects of industrialization on 
the labour force participation rates by applying the ‘ standard ’ activity 
rates'® for a developed economy as obtained by Vella Olin and Edith 
G. Adams, then the work-life expectancy at age 45 turns out to be 
21 years. Thus, by all standards, the work-life expectancy of the aged 
will be anticipated to rise to 21-23 years and hence, it may be reason- 
ably concluded that the age at compusory retirement should’ also 
advance at best to 65 years. 


The opposition to this proposal is often based on health grounds. 
But, this sort of reasoning is fast losing its ground because it is argued 


18 United Nations, ‘ Age Structure and Labour Supply ’, in Proceedings of the 
World Population Conference, 1954, Paper, Vol. III, P. 575. 
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that there is no sound basis for believing that the health of the aged 
today is any poorer than in the past when a relatively greater propor- 
tion of them were in the labour force. Also, at the other extreme, is 
the opinion of most doctors that early retirement is likely to hasten both 
physical and mental deterioration. Therefore, the main criteria for 
fixing the age of retirement have to be sought in economic and social 
fields. 


Among the economic arguments, the most articulate is that in a 
situation of mass unemployment and underemployment that is rampant 
in India, any attempt to raise the age at compulsory reairement will 
amount to depriving employment opportunities for the newcomers and 
thereby worsening their plight. On the other side, the Sharp drop 
in income and standard of living when an individual shifts from em- 
ployed to retired status constitutes a major problem of economic re- 
adjustment. It was the experience in the western countries that the in- 
come of the retired through all avenues, namely, pension, old age bene- 
fits, remittances from the relatives including the past savings is not 
adequate in case of many people to lead a comfortable life. The posi- 
tion of the retired in India will, in the absence of various social benefits, 
be still worse and as such, continuation in empoyment for some more 
years is offered as an economic proposition since India cannot afford, 
under present circumstances, to bear the dependency burden, on the 
one hand, of an increasing proportion of the young and on the other, a 
larger size of old people. 


Socially, too, there are forces at work in India which favour the 
prolongation of work by the old, if they desired so, for some more 
years. For instance, under the impact of western influence and urban- 
isation, the traditional social institutions like joint family are slowly 
disappearing and as a consequence, the support of the age retired by 
their sons and relatives is not forthcoming in great abundance as in 
the past. Therefore, consideration of the age at retirement will have 
to be governed by the demands and requirements of the old people, 
their willingness to work, and the ability of the governments to provide 
for them adequately. In this connection the pronouncement of the 
National Advisory Committee on the employment of older men and 
women in England which may be here commendable to the other 
nations wedded to the creation of a welfare state is that ‘ neither from a 
human nor an economic angle can a limitation of employment opport- 
unities for older people who want to work be regarded as a tolerable 
permanent solution for unemployment ......... Increased leisure may be 
a good thing, but enforced leisure in the form of unsought unemploy- 
ment is at any age wasteful and harmful from the point of view of the 
nation as well as of the individual ’.'* 


Bombay K. S. GNANASEKARAN 


_ 18 Quoted by Elisabeth Wallace, ‘‘ Economic Implications of an Aging Popu- 
lation-Discussion ** The American Economic Review, Vol. 44, 1954. p. 679. 
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LONG-TERM TRENDS IN THE EMPLOYMENT 
PATTERN IN INDIA* 


THERE has always been a consensus of opinion which owes its origin 
to patriots like Dadabhai Naoroji and R. C. Dutt that with the advent 
of British rule, the sources of livelihood of Indian people narrowed down 
mainly to agriculture alone due to the decline of indigenous industries. 
The problem, however, in its entirety has hardly been analysed." There 
has been an over-emphasis on the obvious changes such as those in the 
manufacturing sector to the neglect of the less obvious but nonetheless 
significant changes in other sectors of the economy, In this paper, it is 
intended to examine the nature and extent of changes in India’s em- 
ployment pattern since 1881. 


Sources and Nature of Data: 


The nature of information obtained and the manner of its classi- 
fication have varied from census to census. It has, however. been poss- 
ible to rearrange the data for earlier years in a comparable form with the 
1951 scheme of classification. 


The censuses of 1881, 1901, 1911, 1921 and 1931 provide data relat- 
ing to the industrial distribution of all the earners. The 1931 census 
sought to draw a distinction between an earner and a working depend- 
ent. In the present study, both these categories have been lumped to- 
gether to make them comparable with the earlier censuses. At the 
1931 census there was some error in enumeration of domestic servants. 
Some adjustments have therefore been made in this regard. The com- 
ments in regard to 1931 are made with reference to these adjusted 
figures. The procedure is explained in footnote to table IV. The 1951 
census classified the entire population into eight livelihood classes 
and in each of these, three economic status groups—namely, self-sup- 
porting persons, earning dependents and non-earning dependents— 
were distinguished. Here again, the self-supporting persons and earn- 
ing dependents have been combined and termed as earners. The 1951 
Census provided the industrial distribution of the self-supporting per- 
sons but did not provide a similar distribution of the earning depend-. 


* I am obliged to Dr. C. H. Shah for many useful suggestions. 
This paper was read at the Research Students’ Seminar ofthe Dept. of Economics, 
University of Bombay. 


1 In fairness however it must be mentioned that the Census Superintendents, 
of West Bengal and Uttar Pradesh in their 195t Census Reports have made a pio- 
neering and an illuminating attempt at analysing the changes in the employment 
structure during 1901-1951. Their attempts are naturally confined to their respect- 
ive States only. Reference may also be made tc B, G. Ghate’s study : Changes in 
the O tional. Distribution of Population. 
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ents. The best that could be done was to estimate the total earners 
(self-supporting persons plus earning dependents) principally engaged 
in each industry and service. The procedure is explained in footnote to 
table IV (vide p. 440A). Census of 1891, in its tables, did not distinguish 
at all between an earner and a dependent while at the 1941 Census, 
the tabulation of economic data was withheld. The process of re- 
arranging the data of earlier censuses was facilitated by the compara- 
tive list provided in Appendix VII of the 1951 Uttar Pradesh Census 
Report. The procedure laid down therein has been followed in its 
entirety. In case of the 1881 Census data it has not been possible to 
work out detailed break-up for the non-agricultural sector. 


The series of data which classify the entire population—earners 
as well as non-earning dependents (as distinct from earners alone)}— 
by broad economic sectors are another valuable set of data available 
in our censuses. The censuses of 1891, 1901, 1911, 1921 and 1951 
classified the non-earning dependents according to the principal source 
of income of the earners on whom they were dependent. The earlier 
censuses provided a very elaborate classification while the 1951 Census 
reduced the classification to eight livelihood classes-four agricultural 
and four non-agricultural only. The utility of such data lies in 
indicating the total population dependent on a particular sector as 
against the total workers employed therein. This is important as the 
burden of dependency in different sectors may be different. Further, in 
agriculture and the self-employing non-agricultural sectors, it is often 
difficult to distinguish a worker and a non-worker and quite often it 
turns out to be a consequence of a particular definition or interpreta- 
tion. The data relating to total population dependent, as earners and 
non-earners, are not, subject to such vagaries. So far as agriculture is 
concerned, this set of data is vastly superior to the data relating to 
earners only. 


The figures relating to Aden, Burma, Kashmir and the Provinces 
and the districts included in Pakistan have been subtracted from the 
figures relating to Indian Empire to arrive at the comparative figures 
for the Indian Union (excluding Kashmir). As the economic data 
below the district level were not available in cases where the Partition 
went below the district level, the procedure followed was to classify 
the district in question wholly either as Pakistan or as Indian 
territory. This only marginally affects the data. 


I. GENERAL BACKGROUND 


Before proceeding to analysis proper, it may be well to examine 
the social, economic and political conditions as to their bearing on the 
problem at hand. 
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Economic Drain and Decline of Indigenous Industries : 


Foreign domination gave rise to what came to be known as the 
economic drain which manifested itself in large recurring excess of ex- 
ports over imports. Over a long period this had the effect of reduc- 
ing the quantum of investible surpluses and thereby hindering the pro- 
cess of capital formation.? Disappearance of native courts meant a col- 
lapse of demand for several industries and services and a decline of 
seats of power. On the whole, the ratio of urban population is likely to 
have declined during the first half of the 19th Century. However, the 
decline could not have been of more than limited significance for the 
country as a whole so long as the economic structure of the rural 
areas remained intact in the absence of improved means of transport 
and communications. During the second half of the 19th century with 
the advent of railways and steamships all this changed and the village 
artisan felt the competition of cheap machine-made goods very 
severely. Our study thus begins from a point when the non-agri- 
cultural sector had already reached a lower level. 


Village Community System : 


The effects of the big organizational change that came over in 
the economic structure of rural areas in the form of disintegration of 
the village community system also need to be noted. The villages were 
almost independent self-sufficient economies and they had within them 
the entire component of artisans and other workers. Their distinguishing 
characteristics, however, was that the artisans and others whose services 
would be regularly required were village servants and not independent 
workers.* Their offices were hereditary and remunerations fixed in the 
form of a customary due or share in agricultural produce and some- 
times a rent-free plot of land. From our point of view, it is the even 
distribution of the available volume of employment which the system 
of payment by customary dues and hereditary functions ensured that 
deserves a special emphasis. It also kept the relative income levels of 
various classes constant. The decline of this system and the emergence 
of payment by jobs implied that whenever the available volume of 
work fell short of that which could be met by the existing component 
of the village servants, there was a general tendency among the latter 
to switch over to the urban areas or to agricultural pursuits. Payment 
by jobs introduced a wider range of choice among the consumers 
as well as producers. The disintegration of the village community 
system started with the introduction by the British of land tax in 
cash instead of in kind and the weakening of the village panchayat 
system. The improved means of transport and communications has- 
tened the process of disintegration. The process of disintegration is 


2 For an interesting discussion on this aspect of the problem, see Dadabhai 
Naoroji : Poverty and Un-British Rule in India. 


8 See D. R. Gadgil : Industrial Evolution of India in Recent Times, 1950 pp. 8-11. 
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not yet complete and has worked itself out with uneven force ‘n 
different regions. It may be mentioned that the expansion of internal 
and external trade must have to a certain extent absorbed the artisans 
who had lost their previous means of livelihood. 


Growth of Population : 


The structural changes that have occurred in the economy can be 
appreciated only in the context of demographic facts. Table I* shows 
the population of Indian Union by sex and place of residence for the 
period 1881-1951. 


The population of Indian Union increased from 2,140 lakhs in 
1881 to 3,569 lakhs in 1951. This represents an increase of 1,429. 
lakhs or 67 per cent over 1881. 


It is necessary to distinguish two phases in the movement of popu- 
lation in India. The first phase of 1881-1921 was one of halting and 
slow growth of population while the second phase of 1921-1951 has 
been one of uninterrupted and substantial growth of population. 
During the first phase the population increased by only 346 lakhs i.e. 
by 16.2 per cent as compared to 1,083 lakhs or 43.6 per cent during 
the second phase. The significance of the distinction between these 
two phases lies in the conditions relating to the supply of the most 
important factor of production namely, land.‘ During the first phase 
the growth of population and progress of cultivation were more or 
less in balance with each other. During the second phase, however, 
rapidly growing population unaccompanied by any significant increase 
in the area under cultivation and agricultural productivity, has meant 
growing pressure of population on land and gradual deterioration in the 
standard of living of the agricultural classes. 


Urbanization : 


Another demographic factor that should be noted is the progress 
of urbanization. The definition of urban areas has remained more or 
less the same since 1891. During 1891-1951 the ratio of urban popula- 
tion has increased from 10.1 per cent to 17.3 per cent. Most of the 
increase has however occurred during 1931-1951. 


The trends in regard to urbanization need to be examined in the 
context of the size of the non-agricultural sector. From this point 
‘of view, the relative constancy of the ratio of urban population during 
1891-1921 is surprising, as we shall see there was an actual decline in 
the non-agricultural sector and this should have introduced a migration 


* All the tables have been presented at the end of the article. 


4 See R. A. Gopalswami : Census of India 1951 Vol. I Part I-A Report, also 
Part I-B portions relating to population and land use — 
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from the urban to the rural areas, while during 1921-1951, when the 
non-agricultural sector improved its position only slightly we should 
have expected at best a constancy in the ratio of urban population. 
Instead, we find that during all these decades, there has been a conti- 
nued migration from the rural to the urban areas. The explanation lies 
in the increasing agriculturalization of rural areas and the shift of the 
non-agricultural activities towards the urban areas as a result of the 
impact of the modern technique and complex forms of economic orga- 
nization. It would appear that up till now, in terms of its impact on the 
non-agricultural sector, urbanization in India has been substitutive 
rather than additive in its effects, 


Economic Status : 


Table II shows the economic status of the population by sex. The 
ratio of earners has declined from 47 per cent in 1881 to 39.9 per cent 
in 1951. Substantial portion of this decline has however occurred — 
during the last two decades only. The ratio of earners which had 
steadily declined from 49.8 per cent in 1911 to 46.1 per cent in 1931 
dropped sharply to 39.9 per cent in 1951. This decline was due to the 
decline in the ratio of earners among males as well as females. 


The ratio of earners among males declined from the peak figure 
of 64.8 per cent in 1901 to 60.1 per cent in 1931 and 54.9 per cent in 
1951. The ratio of earners among females declined from its highest 
point of 34.8 per cent in 1911 to 31.4 per cent in 1931 and slumped 
to 24.1 per cent in 1951. It may be noted that there has been no 
significant change in the age structure. Other causes must, therefore, 
have been operative. 


To a certain extent, it is likely that the decline is definitional in 
the sense that those who might have been considered earners in the 
earlier censuses were classified as dependents in the 1951 census. This 
is particularly likely to have happened in agriculture. For instance, 
the number of female earners in agriculture per 1,000 male earners 
in agricultrue has declined from 544 in 1931 to 467 in 1951. 


On the basis of the figures relating to non-agricultural population 
which are presented in Section III it appears that in the non-agricultural 
sector the ratio of earners has declined from 50.1 per cent in 1921 to 
39 per cent in 1951. To certain extent this decline too may be defini- 
tional. Largely however it may be taken to be genuine. The progress 
of literacy has been particularly rapid which must have kept away in- 
creasing numbers from entering the labour market at an early age. 
Social welfare legislations are also tending in a similar direction. 
Self-employing sectors have been relatively declining and this would 
naturally result in a more effective distinction between an earner 
and a dependent, thus reducing the ratio of earners. There has also 
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been a drastic decline in the employment of women in the non-agri- 
cultural sector. How far this is definitional or genuine is difficult to 
decide. Some of the typically feminine occupations have declined. It 
is also likely that there has been some voluntary withdrawal of women 
from the labour market as a result of improvement in the levels of 
income of certain classes. We shall discuss this aspect of the problem 
a little later. 


II. EMPLOYMENT PATTERN 


Before proceeding to a detailed examination of the employment 
pattern, it may be useful to set up a framework of reference in terms of 
agricultural vs. non-agricultural sector. Table III sets out such a frame- 
work. In this connection, it is necessary to bear in mind the very high 
percentage of unspecified earners during 1881 and 1901. No doubt to 
a large extent this must have been due to the agricultural labourers 
having been classified as general labourers but the possibility of de- 
fective recording of the non-agricultural occupations also cannot be 
ruled out. It may be noticed that from 1911 onwards the proportion 
of unspecified earners has remained fairly steady at a low level-round 
about 3 to 4 per cent. The results of 1911, 1921 1931 and 1951 census 
are therefore comparable without any difficulty. We shall however 
follow the procedure of commenting on agriculture plus unspecified 
workers and non-agricultural sector excluding unspecified workers. 
Looking at the combined figures of agriculture and unspecified sectors 
we find the ratio to have diminished from 72.9 per cent in 1881 to 
69.8 per cent in 1901 but increased to 70.4 per cent in 1911, 72.2 per 
cent in 1921 and 72.6 per cent in 1931 and 72.5 per cent in 1951. The 
fall in the ratio during 1881-1901 may be due to the improvement in 
the classification which had reduced the proportion of unspecified cate- 
gories from 12.2 per cent in 1881 to 7.3 per cent in 1901. The reduc- 
tion might also have been due to the preceding famines which are 
likely to have affected the agricultural workers directly and more 
severely. On the whole, it would not be wide of the mark to conclude 
that the proportion of earners in agriculture (including unspecified 
workers) must have increased from somewhere round 67 to 68 per 
cent in 1881 to about 71 to 72 per cent in 1951. 


The non-agricultural sector (excluding unspecified categories) re- 
vealed a continuous decline from 30.2 per cent in 1901 to 26.8 per 
cent in 1951. The decline was the sharpest during 1911-1921 when the 
ratio dropped from 29.5 per cent to 27.7 per cent. This, in reality, 
implied even an absolute decline from 367 lakhs in 1911 to 336 lakhs 
in 1921. It may here be recalled that the years immediately preceding 
the 1921 census had witnessed the influenza epidemic and even the 
total number of earners as well as total population had declined. 
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The Shrinking Sectors : 


The general impression that the decline was most pronounced in 
the manufacturing sector is not borne out by the Census data. It is 
true that relatively the manufacturing sector has declined in import- 
ance from 10 per cent in 1901 to 8.5 per cent in 1951 but in absolute 
terms it is slightly bigger than it ever was during 1901-31. As against 
this, there are such sectors as primary industries, sanitary services, 
domestic services, barbers and beauty shops, laundry services, recrea- 
tion services, religious, charitable and welfare services and the unpro- 
ductive sources of income which have declined both relatively as well 
as absolutely as compared to 1901 or 1911. It will be noted that these 
sectors were very largely free from the competition of the imported 
articles or the improved techniques of production. Some other forces 
must have been operative. We now proceed to a somewhat detailed 
examination of the causes of the decline of these sectors. Table IV 
shows the industrial distribution of earners. 


Primary Industries : 


Primary industries engaged 34.9 lakh earners in 1951 as compared 
to 42.8 lakhs in 1901 and 53.5 lakhs (the highest figure ever recorded) 
in 1931. During the last two decades, it would thus appear that the 
primary industries have lost 18.6 lakh workers. Such a drastic decline 
is surprising as the primary industries are not known to have been 
subject to pressures from modern techniques or any other extra- 
ordinary adverse circumstances. A reference to table IV shows that 
apart from the nominal decline in hunting and fishing all the primary 
industries except stock raising have actually increased their numerical 
strength. In stock raising however the numbers have declined from 
30.9 lakhs in 1931 to 8.3 lakhs in 1951. It is obvious that this could 
be due only to some change in definition or enumeration. This change 
does not appear to be real. It is likely that in the 1951 census the 
children and adolescents who look after cattle have been returned as 
non-earning dependents while in the earlier censuses some of them at 
least were returned as earners engaged in stock raising. It must how- 
ever be noted that during 1931-51 stock raising is likely to have ex- 
perienced stagnant conditions. During war time, the demand for hides 
and skins was very pressing and this had encouraged the slaughter 
of cattle. It is also likely that the difficulties in regard to pasture have 
increased. 


Sanitation : 

4.9 lakh persons were occupied in sanitary services in 1951. At 
the beginning of the century, these services engaged 6.5 lakh persons 
and the highest figure of 6.7 lakhs was recorded in 1911. There has 
been thus a reduction by 1.8 lakhs during 1911-51. In view of increas- 
ing population as also a greater consciousness relating to sanitation this 
decline appears unconvincing. The real magnitude of the decline can 
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be appreciated when it is understood that the number of sanitary work- 
ers per 10,000 of population declined from 27 in 1901 and 1911 to 24 
and 21 in 1921 and 1931 respectively and dropped to 14 in 1951. Look- 
ed at merely from the point of view of numbers employed, the com- 
munity would appear to be half as well served in regard to its 
sanitary needs as compared to 1901. All the evidence however is 
against such a conclusion. 


It is quite likely that some who were recorded under this head- 
ing in the previous censuses have been recorded under municipal ser- 
vices at this census. It is also likely that there has been a sharper 
distinction between an earner and a dependent. Although sweeping 
and scavenging services are not of a self-employing nature, they all 
the same do partake of some of its characteristics. One of it is the 
difficulty of distinguishing the earners and dependents. Sweeping and 
scavenging services to private households are not rendered on an in- 
dividual basis but on a family basis. Private households do not expect a 
particular individual to render these services but it is understood that 
any one from a particular family will render these services. The 
same holds true to a certain extent even in the case of public bodies. 
Where such practice of deputising the family members (including even 
children) is prevalent, it is easy to see that the line between an earner 
and a dependent cannot be easily drawn. It should also be noted 
that the sanitary services were rendered by untouchable castes to whom 
besides sweeping only most lowly paid occupations were open. In 
recent times, however, there has been a change in this regard. It is 
likely that some at least have availed themselves of the opportunities 
offered by the growth of factory industries and the sympathetic atti- 
tude of the government and the public bodies. There is also the fact 
‘that some of the customary functions of the sweepers such as those 
of beating the drums have declined. 


‘In the cities and the bigger towns sanitary services have become 
highly capital-intensive. Trucks and tractors are extensively used for 
the carriage of refuge. Wherever the modern systems of water sup- 
ply are prevalent, the use of flush system has actually reduced the 
requirements of sweepers. The tar roads can be cleaned more easily. 
Increase in the density of population in the cities and the towns would 
have the effect of reducing the number of sanitary workers in relation 
to population as the geographical area of actual operation would have 
increased less than proportionately. It should thus be easy to under- 
stand that although nothing definite can be said about the absolute 
decline, there is nothing paradoxical in the decline in relation to popu- 
lation inspite of improving sanitary standards. 


Domestic Services : 


Among the personal services, domestic services easily come 
These services afforded an instance of a change in demand as 


first. 
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also competition from other sectors. In 1951 there were 19.6 lakh 
domestic servants. As compared to 25.8 lakh domestic servants in 
1901 this was a sizable decline. The number of domestic servants 
per 10,000 of poputation declined from 109 in 1901 to 105 in 1911 
and further declined to 91 in 1921, probably as a result of the rise in the 
cost of living after the first World War. Our estimates for 1931 give 
a ratio of 102 but in 1951 there were only 55 domestic servants per 
10,000 of population. 


In interpreting the figures relating to domestic servants it is neces- 
sary to take the following factors into consideration. The first is the 
fact that the number of domestic servants should not be taken as an ex- 
clusive index of the volume of domestic services rendered. This is not 
simply because the unpaid services rendered by the family members 
are excluded but also because many persons recorded under other in- 
dustrial headings do in part render domestic services. Such, for inst- 
ance, is the case with the peons and manual workers in government 
offices and departments whose services in part are utilised by the 
officers for household work. Such practice is particularly wide- 
spread in the mofussil areas. Shop assistants and shop boys are quite 
often required to do some indoor or outdoor domestic work besides 
their usual duties. In the rural areas the farm servants are expected . 
to extend a helping hand in household work. A further factor 
to be taken into account is that the 1951 census was probably more 
careful in its industrial classification so that many watchmen who 
were previously classified as domestic servants for want of other in- 
formation have in the present census been attributed to their proper 
industrial heading. Similarly, a number of cooks might have been 
classified in hotel services instead of in domestic services. To a certain 
extent, then, the sharp decline during 1931-51 may be the outcome of 
improved reporting and classification. 


The fact of decline in this group, however, cannot be denied. An 
idea of the variety of personnel included in this group will put us in 
a better position to grasp the processes through which the decline 
must have come about. The group includes besides the indoor dome- 
stic servants, private gardeners, private vehicle drivers, private clerks, 
tutors, governesses, ayahs, maid-servants, water carriers, watchmen, 
cooks etc. The causes of decline in the numbers in this sector can be 
traced almost exclusively from the demand side. The particular causes 
of the decline in demand and the forms in which these changes have 
come about are quite numerous. For instance, the decline of the 
princely and landed classes has generally resulted in a reduction in 
demand for private clerks, maid-servants and the retinue of servants 
which used to attend on them. Many of these, at the time of the 
transfer of power were adjusted in public administration by the princes. 
On the other hand, while among the general public, the practice of 
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taking some outside help might have increased, the rise in the cost 
of living has made part-time help more popular. In the cities, the 
full-time domestic servants are to be found only in very rich house- 
holds. It is likely that the full-time domestic servant is being increas- 
ingly replaced by part-time help.’ In the cities, the tendency to build 
larger houses and increase in the relative importance of flats as com- 
pared to bungalows would have a dampening effect on the demand for 
watchmen. Private gardens are getting out of fashion. In the big cities, 
space is scarce and apart from the old private gardens, there is stagna- 
tion in demand from this source. Although there has been a pheno- 
menal increase in the use of cars, high cost of maintaining a driver is 
makirg self-driving increasingly fashionable. Every extension of water 
taps cuts at the root of the demand for water carriers. In the con- 
text of rising food prices, maintaining a cook who would need to be 
fed as well as any other family member has become a costly proposi- 
tion. Coupled with this is the fact that there is now less objection 
against a non-brahmin entering the kitchen so that many housewives 
willingly take the help of the indoor domestic servants. Further, among 
the richer classes, the centre of entertainment is shifting from home 
to hotels. There is also the fact that the pride of exclusive prepara- 
tion of all the articles of food at home is giving way to the finished 
products brought from the market. Husking and cleaning of the cereals 
is undertaken by the grocers in the city. Keeping a milch animal is 
no longer economical and there is greater reliance on the market. Many 


articles of food are purchased from the market instead of being pre- 
pared at home. On the whole, it may be correct to suggest that 
the sphere of domestic activities has narrowed down. 


Barbers and Beauty Shops : 


This group accounted for 6.2 lakhs earners in 1951. The number 
of barbers has steadily decreased from 9.1 lakh in 1901. Their num- 
bers per 10,000 of population declined from 38 in 1901 to 33 in 1911 
and 29 in 1921. In 1931, their number was 28. In 1951, there 
were only 17 barbers per 10,000 of population. This is actually less 
than half the ratio obtained in 1901 and about half of that obtained 
in 1911. 


With the growth of population the demand for haircut has 
naturally increased and it is therefore necessary to examine the causes 
of the decline. Explanation of this decline unfolds an interesting 
chapter in the social history of the country. Many land-owning 
families used to have barbers attached to them. There would now be 


5 For instance at the time of the 1954 Poona resurvey it was found that 22 per 
cent of the sample families used to employ domestic servants as compared to 17 

cent of the sample families at the 1987 Poona Survey. However, the propor- 
tion of the full-time domestic servants was only 11 per cent in 1954 as compared 
to 20 per cent in 1984. See N. V. Sovani, D. P. Apte and R. G. Pendse: Poona : 
A Re-Survey 1956, pp. 100—101. ’ 
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very few such families. The barbers used to perform many subsidiary 
functions and these have almost disappeared. For instance, in some 
cases he used to be an intermediary in matrimonial affairs, an import- 
ant personage accompanying the bridegroom and was inevitable in 
marriages. The decline of these subsidiary functions has made culti- 
vation more profitable to many of them. Some may have switched 
over to other occupations. Safety razors have adversely affected the 
demand for shaving. In the urban areas, the practice of calling the 
barber at home for having a hair-cut is getting out of fashion. The 
clipping machine has slightly improved the efficiency of barbers. 


It may be of interest to note that the number of female barbers 
has declined from 1.7 lakhs in 1901 to only 0.6 lakhs in 1951. They 
formed 18.7 per cent of the total in this group in 1901. Their im- 
portance had declined to 9.8 per cent in 1951. The reasons for this 
decline are best explained by the Census Superintendent of West Bengal. 
“The barber’s wife had her day. A regular afternoon visitor in 
every rich and middle class home upto about 1925, as the writer re- 
members as a boy, who manicured the ladies and young girls and 
juicily retailed local gossip while she went over her chores, a surgeon 
at that for small boils, she is scarcely to be seen in town. She can still 
be seen in a prosperous village, her clientele much reduced and her 
‘shop’ largely superseded by private toilet collections of her patrons. 
She is being replaced in the city and one or two towns, by her modern 
rival, the hairdresser and manicurist, the ‘ pedicurist’ and attendants 
at massage and bath shops.””* 


Laundry Services : 


.The numbers under this heading declined from 10.4 lakhs in 1901 
and 11 lakhs in 1911 to 10.2 lakhs in 1921 and 1931 and dropped to 
7.5 lakhs in 1951. The numbers per 10,000 of population have declined 
from 44 in 1901 and 1911 to 41 and 37 in 1921 and 1931 respectively. 
There were only 21 laundrymen per 10,000 of population in 1951. The 
numbers in relation to population have thus been reduced to almost 
half inspite of the improvement in the standards of dress and 
cleanliness. 


There are many factors which have contributed to this decline. 
In the cities and big towns, the laundries which use the mechanical pro- 
cesses and which require the customers to come to the shop and take 
the delivery have largely replaced the washerman who comes to home 
to collect and deliver the clothes and whose operations are extremely 
labour intensive. There is also the fact that the washing soap and 
the chemical powders have in general made washing of the clothes 


6 A Mitra : Cenus of India, 1951, Vol. VI, West Bengal, Sikkim and Chander- 
nagore, Part I-A. Report pp 526. 
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at home possible and among the middle class families, what can be 
managed at home is rarely passed on to the market. In the rural areas, 
and the small towns, the washermen have lost heavily due to the de- 
cline of the princely and landed classes to whom they used to be 
attached. Even in big towns, previously, it used to be customary for 
the washerman to be attached to rich households. This practice has 
now declined. Many of the endowments of land have been resumed. 
The decline of the purdah system which prevented women from wash- 
ing clothes on public sites must also have affected the washermen 
adversely. 


It is interesting to note that here also, it is the women who have 
been the worst sufferers. Their numbers have decreased from 4.7 and 
5 lakhs in 1901 and 1911 to 2.5 lakhs in 1951. 


Recreation services: 


This group supported 2.7 lakh persons in 1951 as against 2.6 
lakhs in 1901 and 3.2 lakhs in 1911, As compared to 2.1 lakhs in 1921 
and 1931 this is an improvement. The numbers per 10,000 of popula- 
tion have declined from 11 and 13 in 1901 and 1911 to 9 in 1921 and 
8 in 1931 and 1951. This group includes, besides cinemas and dramatic 
theatres such diverse groups of activities as music, dancing, athletics, 
sports etc. It should be remembered that while these groups of 
activities may have been expanding such unsophisticated forms of enter- 
tainment as bards and geneologists, bhavais, ramlila, jugglery, monkey- 
dancing, snake-charming etc. have declined. Here also the modern 
techniques and organisations have been making their impact felt. 


Religious, Charitable and Welfare Services : 


This group of services like some of the personal services mention- 
ed above has also suffered heavily. The numbers declined from 8.4 
lakhs in 1901 and 9.3 lakhs in 1911 to 7.8 and 7.5 lakhs in 1921 and 
1931 and 4.6 lakhs in 1951. The numbers per 10,000 of population were 
35 and 37 in 1901 and 1911; from then onwards the downward process 
starts. During 1911-21, the numbers declined from 37 to 31 and in 
1931 stood at 27. During the two subsequent decades the numbers 
declined to 13. 


The reasons for this decline are not far to seek. This group of 
services includes not only the priests and monks but also religious 
mendicants, keepers of temples, temple servants, poojaries, persons 
engaged in rendering religious and social ceremonies such as marriage, 
death and thread ceremoney etc., kathakars etc. There is a general 
agreement that the ritualistic element in all the occasions of life and 
festivals has diminished greatly in importance. It is also well-known 
that the practice of feeding Brahmins on occasions has declined. 
Many princely. landed and rich households used to have Brahmins 
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attached to them. Now-a-days, however, the charity has taken ncw 
directions and has become functional. Interest in devotional songs 
and religious discourses is also on the wane and such people as used 
to subsist on these channels are finding it difficult to pull on. It may 
also be noted that for many of the persons religious services have 
become only a subsidiary source of income. Religious services still 
do provide a subsidiary source of income to many clerks and school 
teachers but its full-time adherents are now few. 


How changes in land tenure system can affect the numbers is 
well brought out by the following remarks of the Census Superin- 
tendent of Bengal: “An interesting episode of social history is un- 
folded by the figures of women supported in this subdivision. In the 
first two decades they were mostly keepers and attendants of village 
temples and sacred places. A general move for resumption by land- 
lords of lands formerly given away to religious endowments began with 
World War I and hit priests, keepers and attendants of temples below 
the belt, The result was a steep and sudden land slide in the number 
of persons supported by these endowments.” 


Unproductive sources of income : 


Unproductive sources of income have been losing relatively as 
well as absolutely. Though there might be some tendency towards con- 
cealment in case of disreputable occupations, decline in begging is 
likely to be genuine and can be explained by the same set of factors 
which explain the decline in religious services. Only 13.9 lakh persons 
subsisted on unproductive sources of income in 1951 as against 
23.9 lakhs in 1901 and 14 lakhs in 1931. Their number per 10,000 
of population have declined from 101 in 1901 to 72, 63 and 51 in 
1911, 1921 and 1931 and to 39 in 1951. 


The Expanding Sectors : 


As against the shrinking sectors there are others which have im- 
proved their position absolutely as well as relatively. Mining and 
quarrying, construction, electricity, gas and water supply, transport, 
storage and communication, medical and health services, educational 
services and research, public administration, hotel services, legal and 
business services and arts, letters and journalism afford the instances 
of expanding sectors in the sense of employing absolutely as well as 
relatively more persons. It may be noted that electricity, gas and water 
supply, educational services and research and hotel services are the 
only three sectors which have shown a consistently upward trend. The 
other sectors do not reveal such a consistent trend but the improve- 
ment during 1931-51 is very impressive. 


7 Ibid., pp. 527. 
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Mining and quarrying, electricity, gas and water supply, trans- 
port, storage and communication are the three sectors where the im- 
pact of modern technology has been generally favourable to em- 
ployment. Legal and business services and arts, letters and journal- 
ism are comparatively recent occupations. 


So far as construction is concerned the figures are likely to be 
affected by the tendency among these workers to describe themselvcs 
as casual workers and therefore their having been passed on to the 
group of activities inadequately described. Some of the workers employ- 
ed for construction and maintenance by the railways and the public 
works departments might also have escaped. The figures relating to 
construction should be interpreted bearing these limitations in mind. 
Though the absolute numbers have shown some fluctuation from de- 
cade to decade, the numbers efgaged in construction per 10,000 of 
population have varied within rather narrow range. The highest figure 
of 42 was reported in 1911 and the lowest of 34 in 1931. These figures 
are in conformity with the prosperity and depression prevailing during 
the periods immediately preceding the two respective censuses. In 
1951, 39 persons per 10,000 of population were engaged in construction 
as compared to 37 in 1901 and 38 in 1921. 


The numbers in medical and health services increased from 1.5 
lakhs in 1901 to 2.2 lakhs in 1931 and 5.1 lakhs in 1951. The number 
per 10,000 of population engaged in these services which varied between 
6 to 8 during 1901-31 increased to 14 in 1951. 


The growth of educational services has been even more impres- 
sive. These services engaged as many as 9.6 lakh earners in 1951 as 
against 1.7 lakh earners in 1901 and 4 lakh earners in 1931. The 
number engaged in these services per 10,000 of population have 
increased from 7 in 1901 to 9 and 11 in 1911 and 1921 and 15 in 1931. 
It stood at 27 in 1951. These figures bear eloquent testimony to the 
progress of literacy and education. 


_ The figures relating to public administration are a little difficult 
to interpret. ‘The numbers in public administration showed a consis- 
tent decline from 19.2 lakhs in 1901 to 14.5 lakhs in 1931. This may 
be partly due to village watchmen and headmen having been classified 
as agriculturist as also due to the general policy of retrenchment. 
During the last two decades the functions of the State have increased 
and about a million more persons were employed in 1951 as compared 
to 1931. 


The hotel services have recorded an impressive improvement from 
1.2 lakhs in 1931 to 5.6 lakhs in 1951. The numbers per 10,000 of 
population have increased from 4 in 1931 to 16 in 1951. This improve- 
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ment stands out in sharp contrast to other personal services. Though 
a part of the increase may be due to improvement in enumeration 
and classification, there can be no doubt that hotel going has become 
more widespread. For one thing, urbanization has proceeded at a 
very rapid rate and secondly, the bigger towns and the cities have 
grown much faster. It is therefore natural that these services should 
have recorded an improvement. There is also the fact that even in 
rural areas, hotel going is fast becoming popular, with the rural folks 
having taken to tea, 


Relatively Declining or Stagnant Sectors: 


We are now left with two major sectors, namely processing and 
manufacture and commerce ; both of these sectors employed a larger 
number of persons in 1951 than during any earlier period under review 
but the relative share of processing and manufacture in the total number 
of earners was smaller in 1951 as compared to 1901, 1911 and 1921, 
while the relative share of commerce has remained more or less un- 
changed. We shall review the position in regard to these sectors in 
somewhat greater detail. 


Processing and Manufacture : 


The decline of traditional industries has been a familiar theme 
in Indian Economic History. The census data bear out the general 
impression. It is however interesting to note that during the period 
under review, there is nothing dramatic in the decline in absolute as 
well as relative terms. During the last two decades, there has actually 
been a slight improvement even in the relative importance of this sector. 
It is quite likely that the most intense phase of the decline had passed 
away by the beginning of the twentieth century. Processing and manu- 
facture which employed 117.9 lakh persons in 1901 had lost in all 
16.3 lakhs or 13.8 per cent by 1931 when it employed only 101.6 lakh 
earners. Since then, this sector has expanded and more than made up 
the loss sustained during 1901-1931. In 1951, processing and manu- 
facture accounted for 121.4 lakh earners i.e. about 3.5 lakhs more than 
that in 1901. Relatively however the position is still inferior. In 1901, 
processing and manufacture accounted for 10 per cent of the earners. 
In 1931, the lowest point was reached when it accounted for only 
8 per cent of the earners. During 1931-51, its relative position im- 
proved by only 0.5 per cent. Due to the impact of modern technology. 
inspite of the increase in volume and variety of industrial production, 
the number per 10,000 of population engaged in processing and manu- 
facture declined from 499 in 1901 to 368 in 1931 and 340 in 1951. 


The impact of modern technology has severely reduced the employ- 
ment opportunities for women. Partly of course labour legislation 
which affords greater protection and rights to women employees may 
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also be responsible for the decline. Very largely however it is due to 
the decline of household industries such as hand pounding of rice, 
grain parching, husking and flour grinding, oil pressing, spinning, 
weaving, pottery etc. where the female participation was considerable. 
There were some 41.2 lakh women earners in this sector in 1901. Their 
number had been reduced to only 25.8 lakhs in 1951. In food, drink 
and tobacco and textile industries there were in 1951 only 17 lakh 
female earners as compared to 28.7 lakhs in 1901. The new industries 
which are developing such as metal, engineering and chemicals do 
not afford much scope to female labour. It is however worth noting 
that in wearing apparel (mostly tailors) the number of women earners 
has declined from 1.9, and 2.0 lakhs in 1901 and 1911 to 1.4, 1.3 and 
1.2 lakhs in 1921, 1931 and 1951 respectively. This may be a voluntary 
withdrawal of female earners from the labour market due to the 
comparative prosperity of this trade. 


Commerce : 


72 lakh persons were engaged in commercial activities including 
financial business in 1951. Commerce has been a continuously growing 
sector. Over a period of five decades, the number in commerce has 
increased by about 10 lakhs. It must, however, be noted that the 
makers and sellers of commodities were effectively distinguished and 
shown separately for the first time in 1911. At least some part of the 
increase from 61.8 lakhs to 66.3 lakhs during 1901-11 may be ascribed 
to this factor. During 1911-51 the number in commerce increased by 
only 5.7 lakhs. By and large, the expansion in commerce has just 
enabled the commercial sector to maintain its relative position. The 
real significance of this can be grasped only when we study the size 
of the commercial sector in relation to population. The number of 
earners in commerce per 10,000 of population increased from 262 in 
1901 to 266 and 273 in 1911 and 1921 but declined to 248 in 1931 to 
further recede to 202 in 1951. The declining trend during the last three 
decades needs to be explained. This is because as compared to the 
highest figure obtained in 1921, there has been a 26 per cent decline 
in the number of commercial workers in relation to population. 


To a very large extent, this was due to the decline in trading ir 
foodstuffs. The number under this heading actually shows a decrease 
from 33.1 lakhs in 1931 to 30.2 lakhs in 1951. In relation to popula- 
tion this implies a fall from 120 per 10,000 of population in 1931 to 
84 in 1951. It must be remembered that in 1951, as also during the 
preceding period, the trade in cereals and pulses was under strict 
control. This had naturally a restrictive influence in this branch of 
trade. The importance of trade in foodstuffs was reduced from 48.3 
per cent of the total in commerce in 1931 to 41.9 per cent in 1951. 
As this very important branch of commerce was almost under static 
conditions, it is inevitable that the total under commerce should have 
grown at a rather slower rate than what one would have imagined. 
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A further examination of the figures reveals that the number of 
females in commerce has decreased from 17.9 lakhs in 1931 to 11.4 
lakhs in 1951. Trading in foodstuffs afforded employment to only 6.1 
lakh earners in 1951 as against 11.5 lakhs in 1931. While there are 
reasons to believe that there might have been an actual decline in 
female earners engaged in foodstuffs, the magnitude of decline is 
unconvincing. Trading in vegetables, fruits, fodder for animals, grains, 
pulses, milk, dairy products, fish, poultry products and hawking in 
prepared foodstuffs are the branches of trade wherein a large number 
of women are employed. It is conceivable that trading in milk has to 
a certain extent passed into the hands of organised trading or co-opera- 
tive societies and wherever this might have happened it is irivariably the 
women who used to bring small quantities of milk who have suffered. 
In cities like Bombay, the milk trade is entirely in the hands of 
males. It may be that as the inconvenience of transportation increases 
with the increase in the size of the cities, the scope for female employ- 
ment tends to diminish. Employment afforded by trading in dairy 
products such as pure ghee must also have suffered a reduction due 
to the competition from the vegetable oil products. Trading in fodder 
has also declined. The controls must have particularly hit hard the 
women who used to trade in grains and pulses at the weekly village 
fairs in Northern and Central India. Thus although it appears that 
the employment of women might have declined in trading in food- 
stuffs, it is difficult to believe that the magnitude is so large. For 
instance, in U.P. alone the number of female earners in commerce 
has fallen from 3.5 lakhs in 1931 to 1.3 lakhs in 1951. As against 
69,496 female earners in trade in grains and pulses in 1931 there 
were only 4,966 self-supporting women engaged in these activities 
in 1951. As explained earlier this might have been due to the rigor- 
Ous Operation of the controls. The decline under the heading trade 
in other foodstuffs from 2,20,799 in 1931 to only 19,091 is however 
absolutely unconvincing. Even if we were to attribute all the 73,592 
female earning dependents working in commerce to this particular 
sub-group, the numbers would be 92,683 which is only slightly 
more than two-fifths of what was in 1931. On the whole, it would 
appear that a number of working dependents, particularly women 
have been returned as non-earning dependents and therefore the actual 
decline would be of a much smaller magnitude than that indicated 
by the data. 


Among the other branches of commerce, the decline in trade in 
fuel has been due to the substitution of electricity for kerosene and 
the changing pattern of fuel utilisation. The comments of the Census 
Superintendent of U.P. are noteworthy in this connection. Accord- 
ing to him, “ Retail trade in fuel has gone down since 1911 mainly 
as a result of the disappearance of fuel reserves in the outskirts of 
towns and villages. Formerly labourers, chiefly women used to col- 
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lect fuel and sell it in the nearest bazaars but this trade has nearly 
disappeared. The fall in the number of women workers in this sub- 
division is noteworthy. The fuel requirements of the towns are now 
met by fuel-wood from the forests. Another retail trade in this sub- 
division was that of kerosene oil, which has received a set-back as a 
result of controls and the replacement of kerosene by electricity for 
domestic lighting.”* 


The growth of employment in commerce has been much slower 
than what one would imagine. This is because by the end of 19th 
Century and the first decade of the 20th century, a very large part 
of the country had been opened up by modern means of transport 
and communications and agriculture was commercialised to the extent 
possible. The only increase possible was through increase in produc- 
tion, which has been very sluggish. Increase in industrial production 
which has been largely in the nature of import substitution has not in- 
creased the quantum of commercial activity. In many cash crops co- 
operative marketing has replaced the middle men. India, which was 
a net exporter of food, has now become a net importer. The imports 
are On government account and their distribution is controlled. This 
would naturally affect the trading in foodgrains. Import-export trade 
is another branch which is under contro] and where the entry is diffi- 
cult. Speculation and money lending also must have relatively de- 
clined though of course banking and insurance have made rapid 
strides. 


It will thus be observed that these two largest non-agricultural 
sectors employing as many as 193.5 lakh carners in 1951 or about 
half of the total in the non-agricultural sector were in a comparatively 
Static condition. The expanding non-agricultural sectors employed 
93.6 lakhs earners as against 94.3 lakhs earners employed in the shrink- 
ing sectors. The conditions since 1951 are likely to have changed for 
the better in regard to processing and manufacture and commerce, The 
expanding sectors are likely to have continued their expansion. Among 
some of the shrinking sectors at least it is quite likely that the ab- 
solute decline has been halted. 


Employment opportunities for women: 


Another point of interest that may be touched upon here is the 
employment opportunities for women. Earlier we have noted the 
contraction in the number of female earners in many of the traditional 
fields. The total number of female earners in 1951 was 417.4 lakhs 
as against 396.8, 426.3, 412.8 and 422.0 lakhs in 1901, 1911, 1921 
and 1931 respectively. The numbers are bound to have been affected 


8 Rajeshwari Prasad, Census of India, 1951 Vol. II. Uttar Pradesh Part J-A 
Report, Pp- 30. 
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by various definitions adopted from census to census. This is parti- 
cularly likely to have happened in case of agriculture. But in case of 
the non-agricultural sector, we are on more definite grounds. The num- 
ber of female earners in the non-agricultural sector has declined from 
104.8 lakhs in 1901 and 110.4 lakhs in 1911 to 98.7, 90.8 and 83.7 lakhs 
in 1921, 1931 and 1951 respectively. It would thus appear that agri- 
culture has been the only expanding source of employment for women. 
The question may be asked what does the decline of female employ- 
ment in the non-agricultural sector imply ? In the first place it is true 
that many of the traditional non-agricultural avenues of earnings for 
women have declined. But that is no reason why the total number 
of female earners should have remained more or less stable inspite of 
the growth of population. For instance, women thrown out of employ- 
ment in the non-agricultural sector can as well work in the agricultural 
sector. This indeed is likely to have happened. It is well-known that 
many migrants to the uraban areas keep their women folk in the vil- 
lages who do partake in the agricultural activities. The census data 
regarding the agricultural earners—males as well as females—are 
obscure and it is widely keld that the 1951 census has underenumerat- - 
ed the earners in rural areas. If that is true it would imply that the 
number of female earners in agriculture is larger in 1951 than that 
indicated by the census figure. There is however another aspect also. 
As a result of the impact of new technology, organization and urban- 
ization some of the classes such as artisans and skilled workers are 
likely to have relatively improved their position. To that extent there 
might have been a voluntary withdrawal of female labour from the 
market as a result of what might be called the income effect. The 
case of tailors was noted earier. There is however a third channel 
through which an adjustment is likely to have been brought about. As 
a result of the contraction of employment opportunities for women in 
the non-agricultural sector, it is likely that the supply price of male 
labour to the non-agricultural sector has been higher than what it 
would otherwise have been. 


III. AGRICULTURAL AND NON-AGRICULTURAL POPULATION 


In terms of employment pattern as discussed earlier the non- 
agricultural (excluding unspecified categories) sector has declined from 
30.2 per cent in 1901 to 26.8 per cent in 1951. If it is true, as it 
appears to be, that at the 1951 census there was an underestimation 
in regard to the earners in the agricultural sector, the proportion of 
earners engaged in the non-agicultural sector would be even lower than 
26.8 per cent. All in all, there is no doubt that in terms of employ- 
ment, the non-agricultural sector has relatively declined. But we have 
another set of economic data which classify the entire population— 
earners as well as dependents—and their results will be of some in- 
terest to us. These data indicate that although in terms of employment 
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pattern the non-agriculturai sector has consistently declined, in terms 
of total population supported, there has been a slight relative improve- 
ment during the last two decades, probably due to the increase in the 
burden of dependency, 


Agricultural and Non-Agricultural Sectors : 


Table V shows the agricultural and the non-agricultural popula- 
tion during 1891-1951. Estimates relating to 1931 and 1941 have been 
provided for the sake of continuity. The procedure adopted is explain- 
ed in the footnote to the table. The data relating to agricultural popu- 
lation should be carefully examined as there has always been the 
possibility of the agricultural labourers being classified as general 
labourers who are referred to as unspecified population or unspecified 
sector in this paper. Unspecified population will largely, though not 
entirely, consist of agricultural labourers. Comments are therefore 
made with reference to agricultural population plus the unspecified 
population. The 1891 fiigures are not strictly comparable as at that 
census, the population even partly dependent on a non-agricultural 
source of income was attributed to non-agricultural sector. To that 
extent the agricultural population was underestimated in 1891. Even 
then from the general drift, it is clear that the dependence on agri- 
culture was increasing during 1891-1931. The proportion of popula- 
tion dependent on agriculture (including unspecified sectors) increased 
from 67.2 per cent in 1891 to 69.4 per cent in 1901 and 71.1 and 72.5 
per cent in 1911 and 1921 and 74.8 per cent in 1931. During the last 
two decades there has been a marginal reduction in the dependence 
on agriculture. Even then, the ratio of 72.1 per cent obtaining in 1951 
is higher than that obtaining in 1901 and 1911. 


The non-agricultural sector (excluding unspecified sectors) ex- 
perienced an uninterrupted decline from 32.7 per cent in 1891 to 25.2 
per cent in 1931. In the context of very slow growth of population 
during 1891-1921, this has really implied an absolute decline in the 
non-agricultural sector. The population dependent on the non-agricul- 
tural sector declined from 783 lakhs in 1891 to 682 lakhs in 1921. 
The 1891 figures are not comparable but even as compared to the 
figure of 721 lakhs obtained in 1901, this implies a decline of 39 lakhs 
or 5.4 per cent during the two decades. Subsequently, the absolute 
decline was arrested but its relative importance according to our esti- 
mate continued to decline till 1931. It is only during the last two 
decades that the proportion of the population dependent on the non- 
agricultural sector has increased. It increased from 25.2 per cent in 
1931 to 27.6 per cent in 1951. Even then, it is relatively smaller in size 
than it was at the beginning of the present century. During 1921-1951, 
the non-agricultural pop#lation has increased by 302 lakhs while the 
urban population has increased by 340 lakhs. This would imply 
that in the rural] areas agriculture has been the only expanding source 
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of livelihood. The agricultural population (including unspecified 
sectors) expressed as a percentage of rural population has increased 
from 74.9 per cent in 1891 and 77.9 per cent in 1901 to 87.2 per 
cent in 1951. There has thus been an increasing agriculturalisation 
of rural areas. 


It is possible to deduce some interesting conclusions from these 
figures. The agricultural population has increased by 40 per cent 
during 1921-51. On the basis of some of the data available regarding 
the area under cultivation, it would appear that the number of per- 
sons deriving their livelihood from the same surface of land must have 
increased by about 30 per cent during 1921-51. In the context of the 
general trends in agricultural productivity believed to have prevailed 
during this period, this would imply a definite deterioration in the 
standard of living of the agricultural classes. 


Concluding Remarks : 


The decline of the non-agricultural sector has been a long drawn 
out process in India. It started with the disappearance of the native 
courts and probably ran its most intense course during the third and 
the fourth quarter of the 19th century, when the railways and the 
steamships opened up the Indian interior. In terms of employment 
pattern, the contraction of the non-agricultural sector has probably 
continued right upto 1951 but in terms of population supported the 
trend has been reversed due to increase in the burden of dependency 
in the non-agricultural sector. A significant development has been the 
shift of non-agricultural activities from the rural to the urban areas. 
This has also been accompanied by decline in the employment oppor- 
tunities for women in the non-agricultural sector. 


While the coliopse of demand and the competition of machine- 
made products have been a familiar theme, the other forces which 
have been operative have not received due attention. It has been 
the purpose of this article to demonstrate that the process of contrac- 
tion has been more comprehensive and the contributory forces more 
varied. For instance the employment in many services has declined. 
Sanitary services, domestic services, barbers and beauty shops, laundry 
services, religious, charitable and welfare services and unproductive 
sources of income have declined from 84 lakhs in 1901 to 56.7 lakhs 
in 1951. Even granting the errors of enumeration and classification 
in the data, the fact of decline remains. Organizational change in 
the form of decline of village community system, adoption of improv- 
ed techniuges as in case of laundry services, decline of subsidiary 
functions, changes in demand as in case of domestic and religious 
services, substitution of more capital-intensive services as exemplified by 
substitution of water taps and electricity for water carriers and kero- 
sene lamps and sometimes controls as in case of trading in food grains 
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and diminution in basic resources such as in stock raising have been 
responsible for the decline in a wide variety of activities not included 
in processing and manufacture. The problem of unemployment cannot 
be treated as simply one of technological unemployment. 


The process of economic growth is usually accompanied in the 
initial stages by a growing divergence in the average earnings (not 
necessarily wage rate) in the non-agricultural and the agricultural 
sectors. To begin with, both the sectors are characterised by low 
capital intensity and the earnings are low all around. With the adop- 
tion of modern techniques however the capital intensity in the non- 
agricultural sector grows at a faster rate and hence the growing diver- 
gence in the average earnings in the two sectors. It is only in the 
later stages with the sizable diminution in the dependence on agricul- 
ture and the extension of new ~techniques that the disparities again 
tend to narrow down. 


So far as India is concerned, no historical series regarding the 
trends in National Income is available. So far as agriculture is con- 
cerned we have seen that there are reasons to believe that the per 
capita agricultural incomes and earnings of the agricultural popula- 
tion are likely to have declined. So far as the non-agricultural sector is 
concerned nothing definite can be said. Some of the data relating to the 
earnings of factory workers indicate that the real earnings of the factory 
workers have remained. static during 1939-51. If it is true that in the 
urban areas the burden of dependency has tended to increase, this would 
really imply a lowering of the standard of living of the factory work- 
ers. The condition of other unorganised workers is likely to have been 
slightly inferior. It must however be repeated that without a closer 
analysis not much can be said. Only a guess may be hazarded that 
if the average earnings in the agricultural sector have declined, the 
earnings in the non-agricultural sector too must have declined to a 
certain extent, unless we assume market imperfections and immobility 
of labour or rigidities in production functions even over a long-run. 
It is of course possible that as a result of transfer of non-agricultural 
activities to the urban areas and particularly the cities, the cost of 
movement from the agricultural to the non-agricultural sector might 
have gradually increased, so that a deterioration in the agricultural 
sector might be quite consistent with a static situation in the non- 
agricultural sector. These aspects of the problem however need a 
closer analysis which cannot be taken up here. 


Bombay V. N. Koruari 
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TaBLe | 
Industrial Distribution of earners in | 
(in 000’ 
1901 1911 1921 
7 M F T M F T M F 1 
1 2 8 + 5 6 7 8 9 1 
Total Earners 77,618 39,684 1,17,301 81,643 42,629 1,24,271 80,041 41,282 I,2 
—Agriculture 47,882 25,436 73,317 58,850 29,710 560 53,861 29,288 8. 
Primary Industries 3,185 1,097 4,282 3,775 1,278 5,058 38,298 1,231 
(a) Stock raising 2,124 5382 «2,657 2,618 576 §=©3,189 2,109 
(0) Rearing of small animals 
and insects 9 1l 20 10 14 24 6 4 
(c) Plantation Industries 709 442 1,151 566 376 941 675 490 | 
(d) Forestry etc. 47 21 68 178 145 323 122 69 
e) Hunting & Fishing 295 91 885 408 167 575 382 147 
g and quarrying 86 52 139 193 95 287 202 109 
Processing & manufacture 7,672 4,116 11,787 7,537 4,170 11,707 6,981 8,442 16 
(a) Food, drink and 
tobacco industries 1,188 1,330 2,518 980 1,361 2,841 875 966] 
(b) Textile industries 2,323 1,544 38,867 2,357 1,514 3,871 2,131 1,378 
(a) Wearing apparel 
(except footwear) and 
made up textile goods 367 187 554 869 201 570 339 141 
(d) Leather, Leather 
roducts & footwear 915 230 = =:1,145 874 191 1,066 822 181 ] 
(e) other industries 2,879 825 8,708 2,957 903 3,859 2,814 776 é 
Construction 650 230 880 782 266 1,049 667 288 
Electricity, gas and 
water supply 1 — 1 7 — 7 9 2 
Sanitation 2 381 265 646 350 316 666 322 
Commerce 4,195 1,980 6,175 4,460 2,171 6,631 4,695 2,087  ¢€ 
(b) Trade in textiles & 
d) Banking, Insurance 
‘Transport, storage and 
communication 1,054 65 1,120 1,281 88 1,369 1,076 8 
(a) Transport by Road 597 58 655 661 58 719 474 46 
(b) Transport by Water 204 3 206 =. 207 6 213 155 4 
Economic Journal——28(c) 
(d) Railway transport 167 8 170 352 28 875 390 33 
(e) Communication 48 _ 48 60 1 61 57 2 
(f) All others in 
transport etc. 39 2 41 
Medical and health services 86 59 145 1138 84 197 114 68 
Educational services and 
research 155 ll 166 202 21 223 242 30 
Public Administration 1,814 103 1,917 1667 46 1,713 1,506 114 
(including Armed Forces) 
Personal services 8,107 1,434 4,541 3,007 1,586 4,598 2,724 1,855 « 
(a) Domestic services 1,791 790 2,581 1,704 922 2,626 1,507 763 
(0) Barbers and beauty 
+ shops 738 169 907 676 151 827 615 108 
(c) Laundries and 
Laundry services 569 469 =: 11,038 600 504 1,103 550 1 
(d) Hotels, Restaurants 
and Eating houses 9 6 15 27 9 36 52 18 
Other services 1,052 207 1,259 1,140 250 1,390 936 
(a) Recreation services 198 62 261 233 82 - 315 156 58 
(b) Legal and business 
services 151 1 152 103 2 105 108 
(c) Arts, Letters and 
Journalism 8 1 9 36 8 40 30 3 
Religious, charitable 
and welfare services 694 143 837 767 163 930° 643 182 
Activities inadequately 
described or sectors 
unspecified 4,771 8,768 8,538 2,146 1,888 4,029 2,422 2,123. 
Unproductive sources of 
of Income 1,529 861 2,390 1,135 665 1,800 991 579 


At the 1981 census the figures relating to female domestic servants were unduly inflated du 
in other sectors—particularly agriculture—having been interpreted principally as domestic servai 
were made on the assumption that the ratios of female earners to male earners in agriculture and in don 
of 2,55,88,000 female earners in agriculture as indicated by the census figures, there would be, 3,03,86,0¢ 
be 9,44,000 instead of 81,40,000. The net effect will be a diminution in the number of total female earn 


The 1951 census provided complete details regarding the industrial distribution of the self- 
reference to only eight broad livelihood classes. The best that could be done was to estimate the total 
and service. The procedure adopted was ds follows. Separate ratios of male and female earning de] 
fe.nales respectively (according to their primary means of livelihood) were obtained for each livelihood | 
dustries and services included in respective livelihood classes. 

At the 1951 census the entries in regard to the secondary means of livelihood of 9,86,156 « 
therefore add up to the total shown at the top of the table. 
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000’s) 

21 1931 1951 1951 

7 Self-supporting persons Estimated Total 
T M F M F M F 
10 ll 12 18 4 #415 16 17 18 19 


121,828 85,022 44,600 1,29,622 87,177 17,228 1,04,400 1,00,594 41,748 1,42,387 
3 «83,149 55,881 25,588 81469 58,515 12,535 71,050 6,6969 381,244 98,218 
| 4,524 4,008 1,844 5,852 1,845 556 2,401 2,184 1,804 3,489 
) 


2,629 2,551 542 38,093 561 70 631 664 165 829 
: 10 10 5 15 22 5 27 26 12 38 
» 1,165 846 561 1,408 657 404 1,061 778 948 81,726 
J 191 149 87 214 38 253 89 
j 529 451 148 599 $91 39 430 468 91 554 
) 311 217 82 102 567 551 2389 790 


300 465 
10,423 7,152 3,004 10,155 8,078 1,098 9,176 9,566 2,576 12,142 


«1,841 884 818 1,702 1,170 341 1,511 1,386 800 2,186 
8,509 2,229 :1,259 3,488 2,382 391 2,773 2,821 917 3,788 


L 480 411 125 536 597 51 649 707 120 827 
i =: 1,008 750 118 868 541 37 578 641 87 728 
«8,590 2,878 684 3,561 3,388 278 3,665 4,011 652 4,663 
224 951 968 141 1,109 1,120 277 =61,896 
J 11 17 2 19 120 16 136 139 82 171 
607 300 271 571 228 113 340 263 221 485 
y 6,782 5,066 1,789 6,855 5,341 562 5,903 6,069 1,185 7,204 

2,161 1,149 3,310 2,117 301 2,419 8,015 

_— 381 47 428 538 22 560 612 bt 655 

_ 114 158 272 158 35 193 180 70 250 

— 278 33 311 289 14 803 329 29 357 

— 2,132 402 2,534 2,287 190 2,427 2,543 888 2,926 
5 1,161 1,264 83 1,847 1,839 68 1,902 2,027 124 2,151 
5 520 578 29 608 34 893 943 67 =: 11,010 
4 159 162 4 166 211 5 216 2382 11 243 
3 423 458 50 508 558 14 578 613 28 641 
J 59 64 1 64 150 5 155 173 10 183 
- - - - - 47 4 50 52 8 59 
8 182 144 81 224 305 80 885 3538 157 509 
0 272 354 47 40 625 118 743 722 233 955 
4 1,620 1,409 40 1,448 2,088 74 2,162 2,418 146 =. 2,560 
5 4,079 38,184 8,717 11,901 2,378 580 2,958 2,748 1,141 3,889 
3 2,270 1,865 8,140 10,006 1,033 391 1,424 1,195 1,963 
8 723 652 109 761 480 30 511 555 60 615 
6 1,015 571 447 ~=—:11,017 439 126 565 507 247 754 
8 70 97 21 118 425 33 491 66 557 
7 1,133 955 145 = 1,100 769 85 853 888 167 =: 11,055 
8 214 174 40 214 181 33 214 210 64+ 274 
3 lll 114 1 115 221 9 256 18 274 
3 33 19 1 20 38 2 39 43 3 47 
2 775 649 1038 751 828 41 369 379 81 461 


604,545 3,389 2,740 6,129 2,946 786 «468,788 8406 1,546 4,952 
9 569 955 444 1,399 670 818 984 775 616 =1,391 


ed due to housewives having been returned as domestic servants as also due to female earners 
servants in a number of States. Adjustments had therefore to be made. The adjustments 
in domestic services in 1931 were the same as in 1921. On this basis it was found that instead 
3,86,000 female earners in agriculture in 1931. The number of female domestic servants would 
le earners by 23,98,000. The comments in the text are made with reference to these adjusted 


e self-supporting cnegeting gente but the data relating to the earning dependents were provided with 
: total earners (self-supporting persons plus the earning dependents) employed in each industry 
eo (according to their secondary means of livelihood) to self-supporting males and 
These ratios were applied to self-supporting males and females in of the in- 


3,156 earning dependents were defective The total of various industries and services will not 
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REVIEWS 


The Japanese Factory—Aspects of Social Organisation. By James G. 
ABEGGLEN. (The Centre for International Studies, M.1.T. pp. 142). 


Economic historians, having studied the socio-political changes 
preceding industrial revolution in the West, have believed, at least 
implicitly, in the necessity of such changes in the countries attempting 
industrialization in the East. Some of them went a step further. They 
argued that the western techniques of production to be efficiently used 
in the East require a productive organisation which is no less than 
a replica of the western set up. 


Dr. Abegglen has shown that these writers have overlooked the 
difference between factory organisation in the West and in Japan. In 
the western countries the factory is an economic organisation narrowly 
defined by relationships based on conceptions of productivity and profit; 
not so in Japan where the factory is not sharply differentiated from 
other social groups. The economic ends of the factory suffer if they 
conflict with the traditional modes of behaviour in Japanese society. 
Modern production in the West depends on the assignment of indivi- 
dual responsibility on the job evaluation of the individual employee 
and a system of rewards in which individual competence is compen- 
sated. This needs to be contrasted with the Japanese factory organisa- 
tion in which individual responsibility is avoided, incentive systems 
have little relationship to individual output but depend on the indivi- 
dual’s loyalty and identification with the group and his superior. 


Dr. Abegglen has chosen three aspects of Japanese factory to 
bring out the difference between it and its counterpart in the West. 
They are (1) basic relationship between employee and firm (2) the 
recruitment of personnel by the company and (3) the system of rewards 
employed in the factory. 


It may shock a reader steeped in Western concepts of mobility 
in the labour market to know that the commitment of a worker to 
a firm is for life in Japan. Workers are not laid-off even temporarily. 
The relationship between the firm and the worker is not contractual 
as it is in the West. The management in Japan is aware of the surplus 
of labour and considers it its duty to maximise the number of jobs in 
the factory. 


The presence of this surplus affects incentive to change. and 
mechanize. Yet this change is forced on Japan by the introduction of 
new goods (produced in the West) which have less labour content in 
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them and by new methods of production which are labour saving. 
These changes and the fact that Japan subsists on exports competing 
with Britain, the'U.S. and Germany, forestall] a serious crisis in the 
future. Low labour casts cannot, it is feared, permanently offset 
a slower rate of technological progress and labour costs are rising in 
Japan. 


What makes such a system efficient ? Dr. Abegglen has described 
the factory system well without providing an answer to this question. 
Partly it can be explained by the complete harmony between this basic 
relationship and the system of rewards and recruitment of personnel. 
On the theoretical plane it seems sound that Japan should minimise 
expenditure on capital. Two explanations can be offered. First as 
suggested by Prof. Leibenstein, the presence of disguised unemploy- 
ment raises the level of income higher than what it would be in its 
absence. Secondly, and this seems more reasonable, the retrenched 
labour has to subsist ; it does so at the cost of the employed labour 
by sharing their bread and reducing their efficiency at-work. This is 
avoided by multiplication of small, odd jobs with small pay but this 
reduces dependence on employed persons who can work more effi- 
ciently on machines now that they don’t have non-earning dependents 
to share bread with. 


The Japanese labour force is divided into two categories ; Koin, 
the wage worker ond Shokuin, the salaried worker or the supervisor. 
The latter is again sub-divided into graduates eligible for top posts 
and non-graduates who work at lower levels. 


Recruitment directly from schools or colleges is the only way 
in which men enter firms. Both Koin and Shokuins are subjected to 
a test, the purpose of which is to eliminate rather than measure apti- 
tude of the candidate for the job. This does not mean that nepotism 
does not exist. Entrance to universities depends on family background 
and wealth. Moreover big business houses accommodate close relatives 
of each other on a reciprocal basis. This system of recruitment affects 
adversely the productivity of the firm. But worse still, it denies to 
the firm the leadership which lies untapped among the Koin group. 


Reward is partly in the form of money, being made up of such 
items as housing, food, personal services with actual cash pay forming 
a small part of the total. Pay is primarily based on age, education, 
length of service and family size and not on production criteria. 


These three aspects serve to highlight the difference between 
the Japanese and the American factory system, and though it appears 
inefficient by American standards it is highly efficient as the operation 
of the factory system is in harmony with the broad social and cultural 
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relationships. This fact leads Dr. Abegglen to conclude that the indus- 
trial mechanism can work in a non-western society without westernizing 
all relationships. Thus rationalisation and impersonalisation are not 
necessary to the adoption from the West of the industrial economy. 


“A sound conclusion and wisely drawn” any casual reader of 
the book would applaud. But the more fastidious would feel a bit ill 
at ease. This feeling of discomfort arises from Dr. Abegglen’s over- 
statement of the harmony in factory organisation. The problems of 
surplus labour, technological change, rise of unionism and the denial 
of advancement to Koins would not be solved by mere adjustments 
within the system. They demand a change that would upset the basic 
unity and harmony of the factory organisation in Japan. It is only 
then that one would be able to decide whether western techniques 
of production could be transplanted in non-western societies without 
westernizing the orient. To come to any positive conclusion either 
way would, at present, be both premature and unscientific. 


Bombay L. K. DESHPANDE 


The Allocation of Economic Resources: Essays in Honour of Bernard 
Francis Haley. Edited By Paut A. Baran, Tibor Scitovsky and 
Edward S. Shaw. (Stanford University Press, 1959. Pages 244. 
Price $5.00). 


Ir has become a common practice these days to publish collections of 
essays in honour of senior economists, and quite naturally one has 
occasionally the disconcerting experience of coming across indifferent 
pieces of work. One fondly remembers the essays that were published 
in the thirties in honour of Taussig or of Gustav Cassel and notes that 
very few among the recent publications can compare on equal terms 
with the pioneers in the field. The present collection is one among these 
exceptional few. The editors of the essays in honour of Bernard Haley 
have not fallen into the usual rut. They have chosen their writers 
with care and have succeeded in getting some of their finest products 
written for the occasion. 


There are thirteen essays in the collection, all within the broad 
field of the economics of allocation and distribution of resources. The 
field is really very broad, for once the dynamic problems are introduced, 
nothing that is economic remains outside the scope of the subject. That 
is why one finds in this collection essays on subjects varying from 
futures trading to the problems of growth and economic welfare. 


The first essay by Moses Abramovitz on the “ Welfare interpreta- 
tion of secular trends in national income and product” sets the tone 
for a number of articles in the collection. It goes thoroughly into the 
measurement problem and to the welfare significance of the alternative 
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schemes of measurement. The index number problem becomes insuper- 
ably complex when long-period growth is considered and when the 
choice is not simply between an initial situation and a final one, but 
from among an infmite number of alternative time-rates of growth. 
And there is the fact that even if prices and expenditures are accepted 
as weights, such weights cannot be meaningfully attached to capital 
formation. 


In the same field, Charles Lindblom writes on the problem of the 
“Handling of norms in policy analysis.” He argues that an economist 
cannot escape from valuation problems merely by observing, or con- 
forming to, the values held by the society in which he lives. Even if 
there is no question of his own choice, there is the problem of dis- 
covering the agreed values of the community. One way of solving the 
problem is through a social welfare function in which possible alter- 
native social situations are directly linked up with the corresponding 
levels of welfare. The other solution is through a prior postulation 
of values. The difficulties of both ways of approach are ably brought 
out and it is shown how intricacies are created by the problem of 
value-mixes on the one hand and by the institutional fact of the frag- 
mentation of policy-making on the other. 


It would be natural to expect that a collection of essays on the 
allocation problem would include a discussion of the problem of 
external economies and industry interdependence. Tibor Scitovsky 
deals with this problem in his article entitled “Growth—balanced o1 
unbalanced”. He gives a very lucid explanation of the implications 
of concentrated growth, which requires a deliberate unbalancing of 
the economy and creates two significant sets of difficulties. If the 
domestic imbalance can be compensated by foreign trade, problems 
become smaller; but the newly developing countries have to take 
account of the competition in the world markets, the balance of pay- 
ments difficulties and the political uncertainties. The second set of 
difficulties arises from the fact that production is often feasible and 
profitable, only if there is a stable and homogeneous market. Thesz 
difficulties operating together lead to the opposite thesis of balanced 
growth, of simultaneous development on all fronts, of demand-supply 
equilibrium in all sectors. This in its turn raises the problem of the 
conflict between the requirements of balance and the requirements 
of scale economies. It is encouraging to note that countries which are 
large in size and population can to some extent reconcile the conflict, 
and it is also instructive to note the tendency towards economic inte- 
gration with a view to securing for small countries some of the advant- 
ages enjoyed by large ones. 


A much more specific work on the same subject is Hollis Chenery’s 
paper on the “Interdependence of investment decisions”. Chenery’s 
earlier work on this subject is well-known and very recently he has 
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published a statement of his findings in a book on inter-industry eco- 
nomics. His article in the present collection starts with an elaboration 
of the Marshallian concept of external economies on the lines of 
Rosenstein-Rodan and Scitovsky. He then states his problem as one 
of the extent to which, and the circumstances under which, co-ordinated 
investment decisions would lead to more efficient resource use than 
would be possible with individual decisions based on existing market 
information. He builds up a special model providing for the analysis 
of certain characteristics of an underdeveloped economy—e.g., failure 
to use known low-cost techniques (because of small markets vis-a-vis 
the size of a minimum-cost plant), imperfections of factor markets 
and absence of adequate overhead facilities. The model consists of 
eight equations (for metal products, iron and steel, iron ore, electric 
power, coal, transport, foreign exchange and miscellaneous) constitut- 
ing a set of restrictions on the possible levels of production, exports 
and imports. There are two more equations to show the use of 
primary factors, namely, capital and labour. Prices are assumed to 
equal marginal costs. 


The cases are worked out in detail—one for external effects with 
constant costs and the other for external effects with economies of 
scale. Imports and exports are brought in at a later stage and the 
final conclusion that emerges is that, with the technical co-efficients 
assumed, economies of co-ordination are likely to be substantial. 
Chenery recognises that the simplifying assumptions of the model leave 
many things out—the income effects, the agglomeration effects following 
from physical propinquity, changes over time etc., and points out that 
the external economies may be significantly greater if account is taken 
of the factors omitted from the analysis. It also comes out that there 
are sectors in which correct initial investments are essential for securing 
the optimal results. Two classes of industries appear to be specially 
important in this regard—those having significant economies of scale 
(like steel) and those for which imports do not provide a substitute 
(like irrigation). 


It is impossible to give within the space limits of a review a full 
picture of all the papers collected in this volume. Among them is a 
provoking article by Armen Alchian on “Costs and outputs ” in which 
the relation between the two is analysed not in the usual terms of 
the quantities of output, but in terms of the different time-rates of 
production. Kenneth Arrow’s essay, entitled “Toward a theory of 
price adjustment” brings out the rdle of excess demand ‘in creating 
monopoloid situations and shows that cost inflations are transitory 
phenomena necessary to secure equilibrium ; the unique competitive 
price, which the price-taking competitor of the text book ‘takes’, -is 
an equilibrium price and has no meaning in disequilibrium under 
which every market becomes ‘a shifting set of bilateral monopolies,’ 
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Paul Baran’s article, “ Reflections on underconsumption” adds a 
Marxist slant to the discussion by distinguishing between the consump- 
tion of productive ,;workers and the consumption of non-productive 
workers, indicating wastes of the economic surplus, but does not go 
into the question of defining production and productivity. Melvin 
Reder writes on the “ Alternative theories of labour’s share” in the 
total national income and gives an integrated presentation of the 
analysis based on the Cobb-Douglas production function and marginal 
productivity, the ‘mark-up’ theories which make distribution depen- 
dent on relative factor and product prices and independent of relative 
quantities, and the *‘ widow’s cruse’ theories in which distribution is an 
equilibrating variable. The best-known ‘mark-up’ explanation is 
Kalecki’s theory making relative prices dependent on the degree of mono- 
poly. The typical ‘ widow’s cruse’ theory is that of Kaldor, who assumes 
that the different sectors have different but given marginal and average 
propensities to save and shows that the distribution of income will 
be such as to generate the amount of ex ante saving that will equal 
the amount of ex ante investment. It is clear that Kalecki fails in 
presenting a testable proposition, while everything comes out easily 
in Kaldor because the saving rates of the different sectors are taken 
as parameters. 


An essay by Edward Shaw on “ Monetary stability in a growing 
economy”, another by Lorie Tarshis on “Factor inputs and Inter- 
national price comparisions” and three others by H. S. Houthakker, 
P. W. Cartwright and G. W. Hilton complete the volume. It is not 
possible for the reviewer to go into a detailed analysis and examination 
of the material provided in all the articles and he finds it extremely 
difficult to pick out just one or two as the most significant contribu- 
tions to the collection. He therefore contents himself with giving 
an outline of the lines of analysis of the essays and he hopes that 
many of the papers will provoke further discussion along new lines 
and new directions. 


Calcutta BHABATOSH DATTA 


The Economics of Money. By A. C. L. Day. (Home University nana 
Oxford 1959 p. 247 7s 6d net). 


In “The Economics of Money” Mr. Day has largely succeeded in 
presenting a concise and at the same time a very readable introduc- 
tion to the study of the monetary system. He has justified the publi- 
sher’s claim that Home University Library authors are, apart from 
being experts in their subjects, “also skilled in the art of presenting 
their material and able to unite learning with lucidity.” 
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Mr. Day starts by distinguishing two kinds of decisions of tran- 
sactors as regards their holdings of wealth. The first kind relates to 
the transactors’ plans to alter their total amount of wealth and the 
second to the form in which they wish to hold their wealth.. The 
basic argument of the book rests on the analysis of these two kinds 
of- decisions. The analysis of the first kind of decisions leads 19 
the theory of the determination of the level of income which is dis- 
cussed in chapters 2-5. The second kind of decisions which is closely 
related to the theory of the interest rate and the operation of the 
banking system forms the subject matter of chapters 6-9. The inter- 
relations between the level of income, level of prices and the balance 
of trade are studied in chapters 10-14 while the last two chapters 
survey the international monetary experience of the twentiéth century. 


The theory of income determination is presented in terms of 
savings plans and investment plans of the transactors. A more detailed 
analysis of the consumption function in this connection would have, 
perhaps, added to the understanding of the problem without making 
the treatment too technical. The rate of interest and connected prob- 
lems are discussed at considerable length in ch.6. which is followed 
by a detailed and up-to-date discussion of English banking institu- 
tions. Mr. Day ends his survey of international monetary experience 
on a rather uncertain note. But one cannot but agree with his con- 
clusion that “we can place only limited reliance on purely automatic 
systems of adjustment such as the gold standard or a purely flexible 
exchange rate system, and that any satisfactory adjustment process 
needs a good deal of conscious planning.” 


The book contains a list of books for further reading. The 
intelligent general reader and the undergraduate student will both 
find the book a very interesting introduction to the economics of 
money. 


Bombay J. C. Rao 


Methods of Correlation and Regression Analysis. Linear and Curvi- 
linear. By Morpecar EzeKieL and Kari A. Fox. (Published by 
John Wiley & Sons—1959). 


TuIs book is a revised edition of the one entitled “ Methods of Corre- 
lation Analysis” published in 1950 by the senior author, Mr. Ezekiel. 
The revised edition incorporates the more advanced problems of re- 
gression analysis, while at the same time adding a completely new 
chapter on the simultaneous equations approach, which is very im- 
portant to econometricians. In addition, the significance of regression 
results has also been explained. In the Appendix are given some 
of the important equations. and methods of computation to facilitate 


. 

af 
= 
4 
= 
| 


448 THE INDIAN ECONOMIC JOURNAL 


understanding of these to any research worker in the field of econo- 
mics. Useful technical notes have also been given in the Appendix. 
Viewing the book as a whole, one finds that this contains a fuller 
and more useful description of the methods required in the field of 
regtession by the applied research worker. This revision has imparted 
a completeness to the book published in 1950. 


The entire book has been classified into 7 sections and gives 
suitable sub-titles which will give to the reader a very useful indi- 
cation about the kind of material incorporated in this book. This 
is also an improvement over the earlier edition. The first three sec- 
tions comprising 13 chapters follow more or less the same lines of 
presentation adopted in the earlier edition, of course in a suitably 
condensed form. The notations adopted in these and the following 
chapters are justifiably revised to distinguish between the sample and 
the population values, the latter being denoted by Greek letters. The 
examples given for illustration purposes have also been taken from 
the later experiments (e.g. Chapter 7) and these add to the utility 
of the edition. Under Section 4, the author describes in an elaborate 
way the determination of relationships by graphic methods. This 
shows the author’s interest in graphical methods to be used when a 
research worker is dealing with applied problems in economics. In 
Chapter 4, under this section, the description of the use of electronic 
calculating machines in computing multiple curvilinear regression is 
also given. Section five with four chapters deals comprehensively 
with the significance of correlation and regression results. Section 
six containing another four chapters discusses the regression methods 
in other cases (e.g., when changes in one of the variables are quali- 
tative and non-measurable), cross classification of data and analysis 
of variance, simultaneous equations approach in determining the rela- 
tionship between several variables etc. The material in the corres- 
ponding chapters of the earlier edition is suitably rearranged and finds 
its place in a more systematic manner in these two sections. Many 
new ideas from the recent literature on the subject have also been 
brought in and presented in these two sections. In Chapter 17 is 
discussed the distinction between correlation and regression models, 
reliability of the correlation and regression coefficients, the errors in 
regression line and other adjustments needed for a proper appre- 
ciation of the magnitude of the correlations and the closeness of the 
fit. The graphs for appraising the levels of significance of correla- 
tion ceefficients which were relegated to the appendix previously are 
now properly brought to the textual matter. Chapter 20 gives’ the 
error formulae with time series, incorporates the recent researches on 
the autocorrelation in time series, the testing for autocorrelation in 
the residuals, the Von Neuman’s ratio for testing randomness etc. and 
follows it by working out practical examples and by inclusion of 
other illustrations from published sources. Chapter 21 of Section six 
dealing with the determination of relationships between joint func- 
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tions of variables is rather a condensed version. of the matter in 
the two chapters of the previous edition of the Book. Chapter 23 
carries an elaborate revision of the corresponding material in the old 
book. Besides including the broad analysis of cross-classification and 
averaging, the chapter gives an extended treatment of fitting regression 
to group means. It introduces the analysis of variance concept and 
briefly discusses the difference between experimental and non-experi- 
mental data and the applicability of variance analysis in testing the 
significance of regression equations, both in form and in the inclusion — 
of additional variables in the equation for explaining the dependent 
variables. Chapter 24, as the authors indicate, is an addition. No 
text book on regression analysis is complete without a discussion on 
the various approaches in the determination of relationships between 
a set of variables. Though the authors do not probe deep into various 
aspects which compel the attention of an econometrician in this direc- 
tion now-a-days, they broadly deal with the basic concepts, underlying 
the simultaneous equations approach, the identifiability of models and 
the relationships, the comparison of results obtained by the use of 
the method of least squares and simultaneous determination of struc- 
tural relationships. A notable omission in this and other chapters 
appears to be the absence of any mention about the confluence analysis 
and the use of bunch-map techniques developed by Ragnar Frisch. 
The problem of multicolinearity among independent variables does 
not seem to have found sufficient emphasis in this book. The last 
section, with the final two chapters of the book illustrating the uses 
of correlation and regression analysis in various fields and the use 
of this very powerful statistical tool in the applied fields is of great 
interest to the research worker and provides an excellent guide. 


The material on the use of the correlation methods in various 
chapters has been thoroughly revised and brought up-to-date. The 
extensive use of these methods in econometric work is well illustrated. 
Of the three appendices the one dealing with the method in compu- 
tations is quite exhaustive and the practical workers will be very much 
benefited by these. The revised edition incorporates many improve- 
ments over its earlier counterpart and the authors. are to be commended 
for bringing out such a useful treatise on the subject. The book ‘ with 
many realistic examples taken from applied research in a number of 
fields in statistics, business cycles and economic theory’ is a useful 
addition to the library of all research workers and specially to those 
applied statisticians who are interested in the practical use of corre- 
lation and regression methods but may not possess sufficient mathe- 
matical knowledge to study the advanced text books on the subject. 


fe 
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A Study of Saving in the United States. By Dr. R. W. GOLDSMITH. 
3 Vols. (pp. xxx—1138, xxiv—632, xx—476), Princeton, 1955. 


Topay the problem' of capital formation occupies a central position 
in economic study. Dr. R. W. Goldsmith’s “Study of Saving in 
U.S.A.” is perhaps the only monumental work, exhibiting analytically 
in quantitative form a comprehensive picture of saving process, financ- 
ing U.S.A.’s economic growth during the first half of the present 
century. Eaonomists studying rapid economic progress of U.S.A. 
caused mainly by rapid capital formation during the first half of the 
present century will find this book extremely useful and thought- 
provoking. In this review an attempt has been made to study 
particularly the concept of saving used by Dr. Goldsmith. 


This monumental work has been divided into three volumes. In 
the first volume he has given a summary of his main findings and 
problems, and also furnished 550 self-explanatory tables. By using 
the “ principle of reproducibility ” in framing the tables, he has tried to 
trace back figures used (except deflators reducing data to per capita 
basis) through other tables (having original sources and methods of 
calculation). He has exhibited trends in distribution of national sav- 
ing among saver groups and those of personal saving among different 
forms of saving for normal, depression and war periods. Similarly, 
he has formed many groups of various forms of saving according 
to their similarities from different considerations like degree of liqui- 
dity, direct and indirect saving, tied saving, saving of upper and lower 
income groups and drawn various fruitful inferences from them. In 
the second volume he has explained concepts of saving, principles of 
measuring saving and accuracy of the estimates given in volume I. 


Dr. R. W. Goldsmith has scrutinised extensive data for about 52 
years and, therefore, it has been possible for him to study more 
accurately cyclical changes and basic structural changes in saving. 
His study is more analytical than other studies in providing figures 
of saving for many different types of economic units like Federal Go- 
vernment, State Governments, Local Governments, unincorporated 
business enterprises etc. and simultaneously for many different forms 
of saving like saving in different types of stocks, private self admi- 
nistered pension funds, consumer gocds, mortgage holdings, bank 
deposits etc. While exhibiting his results he has specified the type 
of population covered (like government, business enterprises etc.), the 
unit of analysis (like per person, per household, per consuming unit. 
saving income ratios), the concept of saving (like social accounting, 
business accounting, cash flow), the unit of measurement adjusted for 
(price level or otherwise, purchasing power or wage level) and the 
time (like war, depression etc.). 
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He has also rigidly classified the difficulties and the limitations 
of his methods and is extremely vigilant while drawing inferences 
from the data. Yet his interpretations are not without mistakes. For 
instance, he states, “ Any pronounced sternness in the universe increases 
the sampling errors when drawing a sample of approximately 3500 
units from a universe of 52 million” (p. 103 vol. III) and also that, 
“This estimate is subject to a considerable sampling error since it is 
based on the reports of less than 300 spending units having an interest 
in business of a total of 3512 reporting units, which in turn represents 
a sample of one in about 14000 of all spending units in the U.S.” 
(p.492 Vol. II). When population is very large statisticians do not 
attach much importance to the relative sizes of sample and population 
in the interpretation of the results and the sampling errors. Too much 
importance should not be attached to population size because sampling 
errors depend more on sample size, variability in population and 
methods of sampling (like random, stratified etc.) than on popula- 
tion size. Similarly, more importance should be attached to the quality 
of the sample and method of sampling than the size of the sample 
because scientifically stratified random sample even of a very small 
size may be more reliable than another sample of a very large size. Yet 
the main argument against such interpretation is that most of the 
distributions of financial units have extreme kurtosis and, therefore, 
sampling errors cannot be estimated accurately. 


Dr. R. W. Goldsmith has estimated different forms of saving and 
therefrom he has deducted saving of government, corporations, farmers 
and unincorporated firms for estimating saving of non-farm indivi- 
duals. Estimates of corporate and government saving are reliable. 
But as estimation of saving of farmers is difficult and in fact some 
of its components have been estimated on the basis of an estimate 
of their share in the national income, ultimately estimates of non- 
farm individuals become rather unreliable. 


His different methods of estimating different components of sav- 
ing appear to be correct. While estimating the saving of life insurance 
companies, he has assumed that they are mere conduits of saving i.e. 
their assets and liabilities are owned by the policyholders as a group. 
He explains his method by stating, “Individuals’ saving through 
private reserve like insurance companies is then measured by the 
balance sheet method as the increase in the admitted assets of these 
companies less (1) Net capital gains and revaluation changes (2) In- 
crease in capital stock (3) Increase in policy loans and premium notes 
(4) Increase in liabilities to others than policy holders (5) Increase 
in deferred and uncollected net premiums (6) Increase in reserves 
attributable to policy holders residing outside the United States”. 
(p. 268 Vol. II). This method has therefore resulted in a very laborio- 
us process. The other simple process of estimating saving of life 
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\ 
insurance companies which he could have followed is of estimating 
it as a difference between premiums and surrenders after making 
due allowance for different conflicting components of the two. 
' 

His concept of saving needs more attention. He hopes that his 
data will be interpreted and analysed for inferences about the moti- 
vations of the savers because according to him definitions have been 
selected which seem most relevant motivationally ie. which measure 
components of saving in the same way as savers are assumed to think 
about them. Unlike others he has attempted to devise concepts and 
methods by using social accounting principles in the light of conven- 
tions and practices of business accounting. (p. xiv Vol. 1) He states, 
“This study differs from previous work in basing capital consumption 
allowances on replacement rather than on original cost, in more consis- 
tent elimination of capital gains and losses from saving and dissaving 
in the treatment of business expenditures on plant and equipment charged 
to current expense and of depletion in a manner parallel to the treat- 
ment of capitalized expenditures, in the coverage of saving through con- 
sumer durable goods, in the inclusion of estimates of cost of turnover 
of existing assets, such as commissions on individuals’ purchases of 
real estates and security in the allowance for changes in individuals 
tax liabilities ; and in the substitution of business accounting methods 
for cash flow accounting in the case of revenues and expenditures of 
federal, state and local governments.” 


According to him the following are the special problems of 
measuring national saving: 


1. Scope of assets and transactions included in the concept of 
saving. 2. Inclusion or exclusion of capital gains and losses. 3. 
Treatment of depreciation allowances. 4. Treatment of extraneous 
losses and discoveries. 5. Treatment of repair and maintenance ex- 
penditure. 6. Treatmeni of costs of distribution of saving. 7. Treat- 
ment of price level changes. 8. Variant definitions of national saving. 
9. The relationship of saving, investment and sources and uses of 
funds in a system of social accounts. 


As unrealized inventory and capital gains and losses do not 
form a part of current income, he has rightly omitted unrealized in- 
ventory and capital gains and losses from saving.- Similarly deprecia- 
tion allowances have been calculated on the basis of replacement 
costs and not as a fixed percentage of the original cost. Due to this 
costs of depreciation have become comparable with other expenses 
like wages, raw material costs etc. reflecting price level changes. 


Some of the difficulties in defining the concept of saving arise 
because some of his criteria of deciding saving and assets are sub- 
jective. For instance, regarding the choice of the assets for estimating 
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saving he states that, “it includes all types of tangible assets with 

a life exceeding the annual period of accounting with the exception 

of (a) semi-durables (chiefly apparel) held by households, an exception 

dictated by unavailability of data rather than logic; and (b) military 

assets” (p. 38 Vol. II). Here, the exclusion of semi-durables chiefly 

apparel was necessitated due to the unavailability of data. However 
the exclusion of military assets needs critical attention. The theoretical 
argument that, “ war is not one of the goals of the social economy and 

hence expenditures in the conduct of or the preparation for war should 
be regarded as outlays that do not give rise to capitalizable assets 
and do not reflect saving,’ does not appear to be very convincing. 
According to the theory of economics, concepts of utility and assets 
(goods) cannot be defined from a philosophical point of view. Similarly, 
there are many other activities which may not fulfil goals of social 
economy according to some thinkers and yet in this study their assets 
have been taken into consideration for estimating saving. Thus, the 
saving estimates may be different for different statisticians - having 

different ideas regarding the goals of the social economy. The prac- 

tical argument for the exclusion of military assets is the difficulties 
involved in the calculation of depreciation and obsolescence due to 
the destruction in the war. He omits these military assets because 
he thinks that they have been used up during the war period. How- 
ever, there are some assets built up in the country far away from 
the war front like plant and machinery producing armaments, bar- 
racks, motor-cars, vessels, etc. which have been used in peacetime for 
other purposes. The vessels of the traders used for international 
trade which were subject to great war risk are treated as assets whereas 
vessels used for coastal military transport involving less war risk are 
not treated as assets.. He is aware of these discrepancies. He states : 

“The problem is more difficult for the military equipment, structures 
and war plants that continue in use after the war and particularly for 
those kept in inactive reserve. From a practical point of view it 
does not make much difference upto World War II save for a few 
years around 1920 whether or not military assets are regarded as 
part of national saving since the military structures and durables ac- 
quired during World War I except navy vessels and part of merchant . 
fleet, were used up during hostilities or destroyed or abandoned soon 
after their end. As a result of the enormous expenditures on military 

construction and material during World War II, however, the problem 
becomes much more important for the 1940-9” (p. 38 Vol. II). 


Insured extraneous losses due*to fire, flood, earthquake and 
human violence which are distributed in the society are ultimately 
considered as costs and are deducted from saving. He has charged 
all other extraneous losses, remaining even after consolidation, to 
the income of the period and ultimately reduced the saving of the 
period during which they occurred. It would be difficult to use this 
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method when due to great famine, epidemic or flood, losses are severe. 
In such cases such losses will have to be treated as capital losses rather 
than losses of income. A better method would be to debit small los- 
ses attributable to events during the period to current income and large 
losses to capital. 


He states that, “discoveries are, in a sense, the reverse of extra- 
neous losses” (p. 56, Vol. II) and yet, even though he deducts extra- 
neous losses from current income, he does not add the gains from 
discoveries to income and thus to saving. In fact he states that accor- 
ding to accounting, economics and business practice any value put in 
by newly discovered resources in excess of the cost of locating or deter- 
mining them is credited to capital surplus and hence does not affect 
net income or saving. Treatment given to extraneous losses should be 
consistent with the treatment given to discoveries. For instance, small 
gains due to discoveries may be added to income and large gains to 
capital. 


By following business accounting practice of valuing assets at 
the original price to the purchaser Dr. R. W. Goldsmith adds costs of 
distribution of saving (i.e. of shifting saving from one person to another 
like commission and dealers’ profits, taxes and other expenses) to 
saving. But he states : “ National original cost of an asset should not 
be increased by any later charge which does not change its physical 
character or location in the case of tangible assets or its legal contents 
in the case of intangibles.” He opines that these charges are not like 
capital gains and losses but are remuneration for current service and, 
therefore, should be included in saving. If such transfer costs are to 
be included in saving because they constitute a remuneration why not 
include capital gains and losses in saving when they happen to be a 
remuneration for services of honest speculators for the time utility they 
have offered to the shares. Can we say that out of the two different 
countries having equal amounts of money invested in shares, the coun- 
try having more turnover of shares due to stock exchange activity and, 
therefore, more transfer costs is saving more than the other country ? 


His work is only a statistical stepping stone for further economic 
studies and therefore has severe limitations. Economic and Econometric 
analysis studying saving motives and economic hypotheses like demons- 
tration effect, income effect and price effect throwing more light on the 
economic and the statistical determinants of saving has been given a very 
scanty treatment and little attempt has been made to present theories 
of saving, and their statistical verification. Similarly, neither the reasons 
for structural changes in saving among main groups of savers have 
been studied Statistically in detail nor important problems like “ who 
saves” ? (p. 5 Vol. I). 


Bombay S. B. SAKHALKAR 
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The Capital Market of India. By S. L. N. Simua. (Bombay: Vora & 
Co. 1960 pp. xiv, 300 Rs. 17.50). 


Tus book is based on the three lectures which Mr. Simha delivered 
at the Indian Statistical Institute, Calcutta in November, 1958. Mr. 
Simha has modestly limited the scope to outlining the working of the 
Indian capital market, mainly because it is based on a course of 
lectures and meant for the benefit of the general reader. Yet the book 
is useful even for the research student as it contains, in a systematic 
form, all the recent developments and statistics about the Indian 
capital market. 


The capital market deals with the agencies dealing in and the 
factors affecting the long-term movement of funds, and in a rapidly 
industrialising country it acquires a unique importance. The author 
emphasises that the Indian capital market is not at all underdeveloped 
and that it compares well with that of some of the developed coun- 
tries. This undercurrent is present throughout the book. Written in 
an optimistic tone, the book highlights the brighter shades of the 
picture. 


The Government has to play an important role in the mobilisa- 
tion and channelisation of savings in India and in this connection its 
control over the capital market is absolutely essential. A number of 
new legislative reforms have been undertaken recently which have 
been described in detail. The important Acts are: The Indian 
Companies Act 1956, Securities Contracts (Regulation) Act, 
1956. The Life Insurance Corporation Act, 1956, and the Capital 
Issues Act. Mr. Simha recommends the establishment of a Com- 
mission for the effective administration and coordination of all these 
acts. 


As stated in the Preface, the author makes it clear that the book 
is mainly factual. The description and details of the various sectors 
of the Capital Market have been supplemented by 61 valuable sta- 
tistical tables which depict a clear and up-to-date picture of the situa- 
tion. At times he has presented corresponding data about foreign 
countries and provided a valuable background for the understanding 
of the Indian statistics (vide tables 11 to 18). These statistics cover 
all the branches of the capital market, besides presenting a clear 
picture of the situation. They are also helpful to further research 
work. 


The author assesses the réle of managing agents (which he terms 
as a ‘multi-purpose arrangement’) as financial intermediaries and 
emphasises the positive aspects of their contribution, both direct as 
well as indirect. 


=! 
= 
a 


456 THE INDIAN ‘ECONOMIC JOURNAL 


In describing the role of commercial banks in financing indus- 
tries the author gives emphasis on the financing of small-scale in- 
dustries. He brings: forth all the recent developments in this con- 
nection such as the Refinance Corporation, the ‘ Pilot Scheme’ of the 
State Bank, and the proposed system of guarantees for bank loan. One 
would support his view that the State Bank of India, being in «a 
unique position, has to undertake more responsibilities and lead other 
banks in the field of short-term as well as medium-term credit. Rapid 
developments in this connection are already taking place. 


The need for specialised institutions for long-term finance to in- 
dustries have been felt all over the world, and even in India quite a 
number of new institutions have been developed during the last decade 
or so. Detailed information is provided about the Industrial Finance 
Corporation, the State Finance Corpirations, the Industrial Credit and 
Investment Corporation, the National Industrial Development Corpo- 
ration, the National Small Industries Development Corporation and 
the Refinance Corporation, some of which are still in a nascent stage. 
The author concludes that the period of gestation or teething troubles 
for these corporations is over. The problem is now one of co- 
ordination of their activities. There is a case for collaboration 
among the Finance Corporations and other institutions like the Life 
Insurance Corporation and the commercial banks. 


The Chapter on Stock Exchange gives information about the 
various organizations in Bombay, Calcutta, Madras etc., and com- 
pares their methods with those of foreign Stock Exchanges. The 
problem of rural finance is touched in Chapter 9 wherein the rapid 
growth of co-operative sector is shown to have some unhealthy ele- 
ments, The pattern of interest rates is vividly depicted in Chapter 10 
which is enriched with tables which show short-term and long-term 
rates of Government and semi-Government bodies, co-operatives, joint 
stock companies, finance corporations, etc. 


In the concluding Chapter Mr. Simha rightly points out the 
need for the specialised corporations to concentrate on mobilisation 
of resources along with their channellisation. He also points out the 
need for formation of investment trusts which are useful for small 
investors. The importance of monetary weapons in the near future, the 
positive and promotional aspects of the Central Bank’s role, the co- 
ordination of unorganized and organized sectors of the capital market, 
the scope of the private sector in the socialistic pattern are the other 
important items the author has swiftly touched. 


Bombay M. S. JosHi 
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Economic Development and Technical Education. By XENOPHON 
Zototos. (Bank of Greece papers and lectures no 4. Athens 
*60). 


THis brief volume contains the English translation of the main parts 
of the paper presented by Mr. Xenophon Zolotas, Governor of the 
Bank of Greece, to the Academy of Athens at its meeting in Decem- 
ber, 1959. 


The theoretical discussion relative to the role of technology as a 
factor in economic development, which occupies the first part of the 
volume, shows that the direction and place of economic development in 
an underdeveloped country is necessarily conditioned in the initial stages 
by the prevalent level of technology. Although the choice of appro- 
priate technology assumes more than mere academic interest in the 
planning of underdeveloped countries, the long-term objective of 
effecting sufficiently rapid and overall economic growth indicates the 
need for measures to improve productivity and labour efficiency which 
would ensure a better flow of incomes, savings, investments and con- 
sumption in the economy. The improvement in productivity, however, 
is a function of a dynamic and flexible technological base and orga- 
nisation both of which exist in a rudimentary state in an under- 
developed country. The paucity of sufficiently skilled or technical per- 
sonnel consequently prevents the speedy development of heavy and 
engineering industries and acts as a deterrent to investments in these 
sectors. Besides it leads to reduction in marginal investment which 
may fall short of the optimum productivity envisaged. 


The discussion regarding the factors causing technological back- 
wardness, and the policy and measures needed to bring about tech- 
nological progress is mainly based on the conditions and experience 
obtaining in Greece. Basically, the technological backwardness pre- 
vailing in an industrially backward country like Greece is due to 
lack of systematic and specialized education and of properly qualified 
personnel in the administrative, managerial, technical, scientific and or- 
ganisational fields. General deficiency in technical education and 
vocational training, the conservative outlook and traditional habits 
and the faulty education that tends to divert energies of young farmers 
from farming and related avocations, mainly explain the low produc- 
tivity in industries, services and agriculture. The poor technological 
organization further prevents the underdeveloped country from adap- 
tation to the processes of automation and atomic energy which have 
made rapid strides in industrially advanced countries of the West. 


To eliminate the vicious influence of the technological back- 
wardness, the author has suggested a comprehensive policy designed 
to assign top priority to technical education and organisation in 
planning, to adopt the new techniques or methods of productiofi suited 
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to the local environment and to secure technical knowledge and tech- 
nical personnel through the specialized agencies of the UNO. 


Within the contours of the comprehensive policy the author has 
suggested a broad programme of technical and vocational education 
for various sectors of activity applicable initially at the primary and 
secondary stages of education. To some extent, this programme 
bears a close resemblance to the basic education programme of the 
Nai Talim now being pursued in India. The objectives underlying 
the proposed programme are: (a) raising of technical level of the 
labour force through mass education, (b) making technical and voca- 
tional education compulsory and free, preferably at the lower level, 
and (c) concentration of efforts mainly on the youth so as to inculcate 
the right type of interest and aptitude and promote the “ abilities 
necessary for satisfactory performance of any professional activity.” 


With these objectives in view, the author has suggested the pro- 
gramme which mainly aims at improvement of technical education, 
quantitatively and qualitatively, and institution of short-term courses 
in general skills and of long-term courses of 3 to 4 years in specialised 
skills. His suggestion to combine education in farming with related 
and ancillary agricultural activities is of special significance in raising 
agricultural standards of underdeveloped areas. 


The Greek experience, about the technological progress achieved 
in the post-war years shows that, among other factors, the technical 
assistance provided by the UNO and OEEC agencies, has played an 
increasingly important and significant part in raising and improving 
the technological levels, despite the deficiencies in administrative and 
organizational system. What is true of Greece is also true of the deve- 
loping countries which have received, and are yet receiving valuable 
technical assistance from agencies within and outside the pale of 
UNO. Besides a new factor in the international economic situation 
has strengthened the above weight. Foreign investments are being 
increasingly accompained by the liberal exchange of know-how and 
the training of natives in modern techniques at the plant or at the 
‘parent’ country from where the specific investment originates. The 
outflow of ‘ brain-capital’ from industrially advanced countries has, 
in particular, assumed great significance in this context. To the extent 
the foreign investors or corporations show real willingness to train 
native personnel, they help to build technological organisations in 
capital-receiving countries. In addition to this, the prevalence of 
strong nationalistic sentiments and the desire to expand employment 
opportunities for natives in higher cadres of managerial, technical and 
servicing fields have helped to hasten the process towards technological 
transformation. This is clearly borne out from the Indian experience. 
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The educational advancement in technology will be of lasting 
benefit only if technically educated persons are properly utilized, and 
their knowledge and skills are adequately harnessed to the nation- 
building activities. This aspect of the problem has not received the 
desired treatment it deserves, in this brochure. The experience of some 
of the developing countries shows that these countries have suffered 
not so much from lack of requisite technical personnel as from diver- 
sion of technicians to different jobs on account of low or inadequate 
remuneration, misallocation of duties, and assignment of work of routine 
nature. To the extent this occurs, it involves much waste of precious 
capital resources which an under-developed country can ill-afford. 


Although the author’s discussion is mainly related to the expe- 
rience of Greece, his theoretical approach and the plan for expansion 
of technical education at all levels of labour force are of immediate 
value to under-developed countries where major efforts are under way 
towards rapid industrialization. 


Bombay P. Y. CHINCHANKAR. 
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Proceedings of the 42nd Annual Conference of the 
Indian Economic Association 


The 42nd Annual Conference of the Indian Economic Associa- 
tion was held at Annamalainagar on 30th and 3ist December 1959 
and Ist January 1960. The Conference was inaugurated on 30th 
December 1959 at 11 a.m. by Dr. Rajah Sir M. R. Muthiah Chettiar 
of Chettinad, Pro-Chancellor, Annamalai University, Annamalainagar. 
Shri T. M. Narayanaswamy Pillai, Vice-Chancellor, Annamalai Uni- 
versity welcomed the delegates. 


Presidential Address 


Prof. J. J. Anjaria delivered the Presidential Address on ‘Prob- 
lems of Economic Development.’ A full text of the address is printed 
in the January 1960 issue of the Indian Economic Journal. 


Discussion 


After the opening session, the conference divided into three groups 
to discuss the three subjects selected for discussion: (1) Land Reforms 
and Policy in India; (2) Inflation and Economic Growth and ‘3) 
Approach to the Third Five Year Plan. The following persons had 
submitted papers on the three subjects. 


1. Land Reforms and Policy in India 


1. M. Balasubramanyan. 2. Sailesh Kumar Bose. 3. §S. K. 
Chand. 4. H. S. Mann. 5. S. B. Mehta. 6. Nilima Misra. 7. J. 
K. Phadke. 8. P. L. Rawat. 9. Yogendra Singh. 10. P. C. 
Thomas. 


2. Inflation and Economic Growth 


1. J. H. Adhvaryu. 2. B. P. Dutia. 3. Subratesh Ghosh. 4. P. 
P. Jalan. 5. Ram Naresh Lal. 6. H. C. Malkani. 7. S. S. 
Mishra. 8. K. M. Mukerji. 9. R. G. Nayak. 10. K. M. Patnaik. 
11. N. C. Ray. 12. R. L. Sabarwal. 13. A. Salim. 14. P. K. 
Upadhyaya. 


3. Approach to the Third Five Year Plan 


1. P. C. Bansil. 2. D. H. Bhutani. 3. A. Ghosh. 4. Mahesh, 
Chand. 5. M. S. Nigam. 6. M. M. Prasad. 7. S. D. Punekar. 
8. T. P. Subramonian. 9. R. L. Varshney. 10. M. H. Vaswani. 
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The President had appointed one rapporteur for each of the sub- 
jects and reports prepared by them were printed in the Conference 
Number. A short summary of the group discussions prepared by. the 
Tapporteurs was cyclostyled and distributed to the members before. the 
subjects were taken up for discussion in the general sessions. The 
following are the summaries of group discussions prepared by the 
rapporteurs. : 


LAND REFORMS AND POLICY IN INDIA 
(Rapporteur: M. L. DANTWALA) 


The Group felt that it was necessary to precisely indicate at the 
very outset the priorities in the objectives of Land Reform Policy. 
Mere listing of all the varied objectives like social justice and econo- 
mic efficiency can be quickly achieved ; but occasions do arise while 
discussing the details of a specific legislation—say, for example, ceil- 
ing on holdings—when these objectives do appear to conflict and it 
becomes necessary to make a deliberate choice, which may be in the 
nature of a compromise. We could perhaps avoid some misunder- 
standing of the policy if this necessity of choice and compromise is 
recognised and explained, instead of claiming all virtues for every 
piece of Land Reform measure. 


2. Equally important is the question of the ultimate pattern of 
the agrarian structure. There is no doubt that there is on this question 
a great deal of confusion and uncertainty in the minds of the farm- 
ing community. Perhaps the Planners themselves are not clear in 
their minds; there is also a suspicion that they are holding back 
something as a matter of expediency and each stage is for them a 
mere transition towards a predetermined—but concealed—agrarian 
structure. Personally I would be reluctant to give them credit for 
such a well thought out plan of action. Anyway, the farmer is justi- 
fied in wanting to know the shape of things to come, if he is to settle 
down to the basic task of augmenting production through capital in- 
vestment. He is entitled to know whether the intention is to co-ope- 
rativise all the holdings—big, medium and small—in the village ? 
Will the ultimate pattern leave scope for individual farming by a 
middle peasant hiring no outside labour, cultivating an area below 
the ceiling and satisfying all tests of good husbandry. The Nagpur 
Resolution is vague on the point. A mere assurance that co-operative 
farming will be entirely voluntary is not enough—because the divid- 
ing line between voluntary and compulsory in practice tends to be 
indistinguishable with the introduction of preferences and priorities. 


The Group then proceeded to examine two specific land reform 
measures—ceiling and co-operative farming in some detail. Regard- 
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ing the ceiling we asked ourselves what our main objective was. 
Was it to reduce glaring inequalities in ownership and use of land 
or the more ambitious one of satisfying the land hunger—meaning 
thereby providing land to all the landless families. The content of 
the ceiling legislation, and hence its acceptibility would depend a 
great deal on a frank answer to this question. There is one more 
aspect of the question: Is the question of efficiency of resource use 
relevant to the issue of the ceiling or is it-to be settled entirely in terms 
of social justice ? When we introduce this consideration two contra- 
dictory views are expressed. One school holds that large farms are 
inefficient and imposition of ceiling will improve resource use. On 
the other hand, fears are expressed that imposition of ceiling will 
positively lower efficiency. Much would of course depend upon the 
alternative use to which the ‘surplus’ land will be put. Will it be 
redistributed for individual cultivation or pooled into a co-operative 
farm. One thing however needs to be clarified and that is whether 
in our view small farms are more efficient than the large or larger ones. 


Discussion on co-operative farming was also on the same lines. 
What is its main objective? Should all the landless labourers be 
accommodated on the co-operative farm to satisfy the land hunger ? 
Or is the objective primarily economic. If so, the question needs to 
be examined more dispassionately than has been done hitherto. Will 
the yield per acre be larger on the co-operative farm than, say, on the 
erstwhile small farm ? 


In this connection it was pointed out that the Farm Management 
Surveys had indicated that the yield per acre on the smallest of farms 
was often higher—obviously due to the most intense (uneconomic) use 
of labour. Will such intense use of labour be possible on co-operative 
farms without some element of compulsion ? Will it be necessary to 
introduce the norms of market wages (prevailing outside the co-opera- 
tive farm) on the co-operative farm? And if this is done, either the 
labour intensity will be less or the cost will be high. 


Similar doubts were expressed regarding the decline in the marke- 
table surplus. Members of the co-operative farm may insist—and legi- 
timately—on a much higher level of consumption than the one before 
co-operativization. 


On the other hand, it was pointed out that introduction of co- 
operative farming—of entire land—will solve many problems at one 
stroke. It will solve the problem of consolidation of holdings, also of 
the ceiling. There will also be no problem of tenancy. But its biggest 
merit would be that it would permit technological improvements which 
at present have been inhibited by the small scale of farming units, their 
resource deficiency and absence of credit-worthiness. Co-operative and 
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Extension services—credit, marketing, seed supply, fertiliser supply, use 
of irrigation facilities etc—can be more effectively provided to a co- 
operative farm than to the hundreds of small and scattered farms. Simi- 
larly, the investment horizon expands in a big way with the transforma- 
tion from the individual to the co-operative ownership and use of lands. 


INFLATION AND ECONOMIC GROWTH 
(Rapporteur: S. L. N. SumHa) 


Not many new points were made at the discussions but some of 
them were spelt out in some detail, with particular reference to Indian 
conditions and experience. It would appear that at the discussions 
a somewhat stronger case was made for inflation as compared to the 
stand generally taken in the papers contributed on the subject. But 
inflation was regarded as essentially a short-term expedient; some 
were of the view that it would not be desirable to use inflation in the 
longer run but others were of the view that it may not be necessary 
to do so, since with proper investment priorities the required volume 
of investment for a sustained growth could be achieved in a relatively 
short period. Some preference for investment in essential consumer 
goods industries and for investment of relatively short gestation period 
was expressed, though it was also recognised that it would post- 
pone the ‘take-off’ stage. The need for realising the maximum sur- 
plus from the public investment projects and enterprises was also 
emphasised. 


2. Discussion also centred round the reaction of consumers, 
producers and the wage and salaried classes to rising prices. As 
regards consumers, if the price rise was regarded as temporary, there 
may be some tendency to postpone consumption: but if it was regarded 
as being of long-term nature, there would be a tendency for. hoard- 
ing. A point.of view was expressed that such hoarding may not, by 
and large, mean any diversion of resources from investment since ordi- 
narily the income elasticity of consumption was quite high ; as against 
this, it was pointed that small increments of consumption/investment 


were of profound importance in the aggregate in an economy of low 
per capita income. . 


3. The effects of rising prices on production were analysed sepa- 
rately for the agricultural and non-agricultural sectors; while in the 
case of manufacturing, rising prices were beneficial to output; there 
was some difference of opinion. in respect of agriculture. A point of 
view was strongly expressed that if only fertilisers and water were 
made available to farmers, they would’ respond to the stimulus of 
price rise. In this connection, the consumption pattern of the ‘farniers 
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was regarded as important, the suggestion being that the consumption 
of non-farm products should be stimulated so that he may have an 
incentive to produce more. 


4. The attitude of the working and salaried classes to price rises 
was regarded as being of crucial importance. The general feeling 
was that the present policies in the country were conducive to aggra- 
vation of inflationary forces, since the effort was to provide more or 
less full compensation for rise in the cost of living. 


5. Reference was also made to the rationale or techniques of 
regulating the economy against the impact of inflation. While in a 
country like India the regulationary apparatus was fairly compre- 
hensive in respect of organised industry, the important question was 
raised if such regulation was consistent with the basic objective of 
inflationary financing, namely to stimulate the economy into higher 
investment and output, To this one answer was that in India Gov- 
ernment was resorting to inflation not as a menas of stimulating the 
private sector investment and output but merely as a means of cover- 
ing the gap in its own resources for investment. It was however re- 
cognised that if the objective of a mixed economy was to be continued, 
the. private sector should have sufficient stimulus. Control of prices 
and profits at key points was regarded as being not inconsistent with 
a growth stimulus. 


6. The nature of the deficit financing that has been taking place 
in India was analysed and it was brought out that deficit financing 
of the type that is relavant for the subject under discussion had not 
taken place in India to any significant extent, the deficit being incurred 
mostly for financing imports for the public sector investment. Like- 
wise, it was generally agreed that the extent of price rise in India 
had been mild and the Indian record in the matter of price stability 
compared favourably with that of the developed countries, although 
such comparisons were not quite favourable to India; a valid com- 
parison could only be the performance of the developed countries when 
they were passing through the stage of development. 


7. There was some discussion as to whether it was possible to 
fix criteria for determining the ‘safe’ limit to inflationary financing, 
especially in terms of a certain annual rise in prices. The consensus 
of opinion was that this was very difficult. It was brought out that 
the approach had to be pragmatic, though not to the point that invest- 
ment decisions could be varied frequently, as that would be contrary 
to the scheme of planning. Some risks had to be taken and some 
price had to be paid for achieving rapid growth. 


8. Finally, a point of view—a fundamental one—was expressed 
that resort to inflation was the. anti-thesis of planning. The sacrifice 


that the community had to make should be carefully distributed in a 
deliberate and equitable manner instead of being left to be determined 
rather arbitrarily and inequitably. To this the answer was that our 
economy was not a total planned or regimented economy and so jong 
as our approach was that of mixed economy, inflationary financing 
had to be resorted to, though with all possible safe guards. 


The group did not have time to discuss the impact of inflationary 
financing on external finance. 


APPROACH TO THE THIRD FIVE YEAR PLAN 
(Rapporteur: A. K. Das Gupta) ( 


I am glad to report that the group discussion on Approach to 
the Third Five Year Plan was kept at a high technical level, thanks 
to the participation of a number of delegates including: Dr. Bala- 
krishna, Dr. Muranjan, Dr. Baljit Singh, Principal S. Misra, Dr. D. 
C. Misra, Dr. Khatkhate, Dr. Mehta, Dr. Dandekar and Mr. B. N. 
Datar. 


The discussion was primarily based on the theses suggested in 
the Conference papers and also took note of the comments of the 
Rapporteur thereon. The thre¢ principal speakers who initiated the 
discussion were Messrs. Alak Gosh, S. D. Punekar and T. P. Subra- 
moniam. I take this opportunity of congratulating them on the lucid 
exposition that they gave of their respective points of view. 


The discussion centred primarily on the following points: 
(1) Need for flexibility in the Plan, 


(2) Connection, if there is any, between the period to be covered 
by a Plan on the one hand and agricultural cycles and the 
rate of technical progress on the other, 


(3) The price policy to be pursued in public enterprises, 

(4) The lessons, if any, that we may derive from Chinese ex- 
perience in Planning, 

(5) conflict between: tho:chjectives Of the 


1. The members felt that instead of having a maximum and a 
minimum variant decided beforehand, we might just provide for a 
certain ‘lexibility in the Plan, so as to be able to vary the size and 
of the operation of the Plan. 
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2. While it was agreed that we must have a certain appraisal 
of the trend of agriculture and also the rate of technical progress dur- 
ing the course of the Plan, it is not necessary to change the planning 
period from five years to six or seven years. The fact that agriculture 
is subject to cyclical movements covering more than five years. is no 
reason why the Plan period itself should be altered. It only means 
that some contra-cyclical device, such as the maintenance of buffer 
stocks, should be a part of the Plan itself. Likewise while. it is true 
the rate of technical progress within and abroad is one of the vari- 
ables that we have to take into account in our Plan, this has little 
to do with the time horizon of a Plan as such. Moreover, it was 
felt that technical innovations appear intermittently and in bunches. 
It is therefore difficult to forestall them in any purposive way for Plan 
estimates. 


3. Considerable interest was shown by the speakers on the prob- 
lem of pricing in public enterprises, the issue being whether public 
enterprises should be run on profits-basis or not. The issue, it was 
felt, is important even as it is, and will be more so as we go ahead 
with the expansion of the public sector. One of the members main- 
tained that marginal cost-price equation should be the guiding prin- 
ciple of price fixing in public enterprises—the implication being that 
in case production in any of the industries is subject to the law of 
increasing returns, the industry might be run at a loss. Othres felt that 
although this might be the criterion of optimum allocation of reso- 
urces under static conditions it is not appropriate in the context of 
growth. Growth demands the creation of investible surplus, and profits 
of public enterprise are a sure way of mobilising such surplus. The 
general view was that although profits of public enterprise have an 
important part to play in a planned economy, there are cases- where 
concessional prices are indicated. Particular reference was made to 
the fertilizer industry. The decision on matters like: this,-it was- gene- 
rally felt, should be wn. on an ad hoc basis ee, than on set 


principles. 


4. Regarding Chinese experience it was generally agreed that 
even though China might have shown a higher rate of progress, the 
methods that it has adopted towards the mobilization of. resources 
were inapplicable in our country in view of the difference in the poli- 
tical set-up. However, some of the speakers suggested that even within 
the frame work of political democracy which we have and which we 
value, it is possible through organisational adjustments to put in larger 
effort towards the .mobilization of resources, and that. the- Thad 7. 
should all avenues in direction. 


5. - Lastly the conflict between the various of 
the Plan was considered. While the objectives’ enunciated. in’ the 
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Second Plan were accepted for the Third Plan also, it was felt by 
some speakers that, in view of certain possibilities of conflict bet- 
ween the various objectives, a certain priority among objectives might 
be indicated—in the light of the experience of the Second Plan. It 
was suggested that while on the investment and income fronts the 
showing was not too bad,—on the employment front the situation was 
disturbing,—such estimates as are available suggesting that we shall 
end the Second Plan with a backlog of unemployment about 50% 
larger than we had when we started with the Plan. On the employ- 
ment front, therefore, the economy was in some sense receding. It 
was therefore felt by some speakers that in the Third Plan a special 
emphasis should be given to this problem of employmenit, care being 
taken in framing the Plan to see that there is no addition to the 
volume of outstanding unemployment. 


The rapporteurs presented the summaries of group discussions to 
the general sessions and a lively discussion followed. The discussion 
of all the three topics provoked great interest. 


Discussion on Current Topic 


Is India Achieving Take Off? was the current topic for discussion. 
One full session was devoted to the current topic discussion. The 
discussion was opened by Dr. A. K. Das Gupta. 


Annual General Meeting 


The Annual General Meeting of the Association was held at 2 
p.m. on January 1, 1960. The report of the Hon. Secretary and 
Treasurer was presented and adopted. The report of the Editor, 
Indian Economic Journal was presented and approved. The audited 
accounts for the year 1958-59 were read and passed. 


It was decided to hold the next conference of the Association at 
Chandigarh. The following subjects were selected for discussion at 
the next Conference. 


1. Trade Balance in a Planned Economy 
2. Wage-Profit Relations in a Developing Economy 
3. Financial Resources of the State Governments. 


Dr. A. K. Das Gupta was unanimously elected as the President 
of the Indian Economic Association for the year 1960. Dr. Baljit 
Singh was elected the Hon. Secretary and Treasurer of the Association. 
Dr. S. B. Rangnekar was elected the Hon.Local Secretary for the year 
1960. The following were elected to the Executive Committee for the 
year 1960. 
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. Lakdawala, Bombay 

. J. J. Anjaria, New Delhi 

. K. S. Sonachalam, Annamalainagar 
. V. R. Pillai, Trivandrum 

. B. R. Shenoy, Ahmedabad 

. G. T. Huchappa, University of Mysore, Mysore 
. M. M. Mehta, Bhopal 

. S. Misra, Cuttack 

. V. V. Ramana, Andhra 

. S. N. Sen, Calcutta 

. B. N. Ganguli, New Delhi 

. A. S. Raturi, Banaras 


Sinha & Co. were appointed Hon. Auditors for 1959-60. Dr. S. K. 
Muranjan proposed a vote of thanks to the Hon. Local Secretary, the 
Reception Committee and the authorities of the Annamalai University 
and all those who helped in the organization of the Conference. Dr. 
Muranjan moved a vote of thanks to the outgoing President which was 
passed with acclaim. 


Annual Report of the Indian Economic Association 
for the year 1959 


I am presenting this report on the progress and working of the 
Indian Economic Association for the first time and I am deeply con- 
scious of the privilege that I enjoy. I took over charge as Hon. Secre- 
tary and Treasurer in June this year—the 41st year in the life of the 


It is rather disappointing to report that the ordinary membership 
of the Association that has been falling for several years recorded a 
further decline in the current year from 394 in 1958 to 327 upto Decem- 
ber 21, 1959. This is really disconcerting as the ordinary membership 
has fallen inspite of a drive to increase it. The number of life members 
has, however, increased from 49 to 59 and this has to some extent 
compensated for the fall in our income. But it is obvious that unless 
the ordinary membership is raised the finances of the Association will 
not be on an even keel. Every effort has, therefore, to be made to 
increase the ordinary membership of the Association. 


The report of the Editor of the Indian Economic Journal is 
being circulated herewith. This reveals the same disquieting feature, 
viz. a fall in the number of subscribers. There is a large deficit on 
this account and we are grateful to our President and the Depart- 
ment of Economic Affairs, Ministry of Finance, Government of India 
for a non-recurring grant of Rs. 5,000/- towards the expenses of In- 
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dian Economic Journal. Without this grant it would have not been 
possible to continue the publication of the Journal. This is, how- 
ever, not a healthy state of affairs and every effort has to be made 
to balance our own budget. 


I take this opportunity to convey my apologies to all those 
members and delegates who have been put to certain inconveniences 
on account of late or non-receipt of the railway concession or the 
Journal. Further, I would like to record my heartful thanks to the 
President, the Executive Committee, the members of the Associa- 
tion and in particular to the Local Secretary for their co-operation 
and kindness. 


Lucknow BaLsiT SINGH, 
2ist December, 1959. Hon. Secretary and Treasurer 


Report of the Editor of the Indian Economic Journal 
for the year 1959 


1. I very much regret that we have not been able to maintain 
the regularity in the printing of the Journal due to heavy preoccu- 
pations of the Press. I am glad to report that we have been able 
to keep up the high standard of the Journal, which is receiving in- 
creased appreciation. This has mainly been due to the efforts of 
my two colleagues Dr. R. Balakrishna and Dr. P. R. Brahmananda. 
The major burden fell on Dr. Brahmananda who toiled hard. I should 
like to take this opportunity to record my thanks to both of them. 


2 The financial position of the Journal is a matter of anxiety. 
With the rise in paper costs, the cost of printing and publishing the 
Journal is going up every year. This year we have incurred ex- 
penses of about Rs. 5,000 so far in connection with the July and 
the Conference issues. We have yet to pay this. And the remain- 
ing three issues of the Journal are likely to cost us about Rs. 8,000/-. 


3. The number of subscribers during the year was 159 out of which 
80 are foreign subscribers. Last year the number of subscribers was 
172. A vigorous effort for an increase in this number is called 
for. It would be very helpful if members could help to secure more 
advertisements from Publishers from their region. It may also be 
worth while to consider whether there is any possibility of an increase 
in the grant to the Association or a specific grant for the Journal. 


I append herewith a statement showing the stock position of the 
past issues of the Journal, | 


Bombay D. T. LAKDAWALA 
17th December, 1959. Editor. 
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Statement of Receipts and Payments 


RECEIPTS 


Balance as on 1st June, 1958. 


Cash with Bombay Office 

In Current Account with the Bank 
of Maharashtra Ltd., Poona—4 

In Fixed Deposit with the Central 
Bank of India Ltd., Bombay—1 

In Fixed Deposit with the Bombay State 
Co-operative Bank Ltd., Bombay—1 


Subscriptions (Including Bank Charges 
on upcountry cheques) 


From Life Members 
From Ordinary Members 


Journal Receipts (Including Bank Charges 
on upcountry cheques) 

Subscriptions and Sales 

Advertisement Receipts © 

Grants 


From Government of India for the 
year 1958-59 

From Nagpur University towards 
publication of the conference 
number of the Journal 


Interest 
On Fixed Deposits 


Rs. Rs. oP. 


500.00 
258.80 
3,361.75 
1,501.47 5,622.02 
1,500.00 
5,258.78 6,758.78 
1,171.39 
1,190.00 2,361.39 
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PAYMENTS Rs. nP. Rs. mP. 
For the year ended 3\st May, 1959. 
Office Establishment 


Salaries 500.00 
Postage 202.96 
Bank Charges 76.88 
Printing and Stationery 85.15 
Miscellaneous Expenses 84.16 949.15 
Journal Expenses 
Printing 9,584.37 
Postage 966.74 
Salary 2,400.00 12,951.11 
Subscription 
International Economic Association 478.12 
Honorarium to Auditors 100.00 
Balance as on 31st May, 1959. 
Cash with Bombay Office 500.00 
Cash with Lucknow Office 100.00 
In current Account with the Bank of 

Maharashtra Ltd., Poona—4 300.59 
In fixed deposit with the Central Bank of 

India Ltd., Bombay—1 3,534.94 
In fixed deposit with the Bombay State 

Co-operative Bank Ltd., Bombay—1 1,542.72 5,978.25 

Rs. 20,456.63 


We have examined the above statement of Receipts and Payments of 
the Indian Economic Association for the year ended 3lst May, 1959, 
with the Books and Vouchers of the Association, and find the same 
to be in accordance therewith. 


(Sd.) M. P. CuiTate & Co. 
23rd July, 1959. 
CHARTERED ACCOUNTANTS 
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STOCK OF THE INDIAN ECONOMIC JOURNAL 


On 30-5-1959 
Issue No. of copies 
July, 1953 
October, 19593 70 
January, 19540 43 
April, 195400 181 
October, 1954 63 
January, 1955 94 
April, 1995 157 
July, 1955 
January, 1956 18 
April, 1956 21 
October, 1956 136 
January, 19970 161 
April, 19570 166 
October, 1957 185 
January, 1958 175 
April, 1958 187 
July, 19958 139 
October, 1958 185 
January, 1999 181 
April, 19999 156 
STOCK OF THE CONFERENCE VOLUME 
Year No. of copies 
Printed Stock 

650 
650 136 


i 


NEWS 478 


Progress of Research: The Gokhale Institute of 
Politics and Economics 


(As the result of a suggestion made at the last executive meet- 
ing of the Indian Economic Association, it has been decided to in- 
troduce a new feature—or rather reintroduce the old feature—of giv- 
ing an account of the research work done in various Institutions and 
Universities in India. Accordingly, we had requested various Insti- 
tutions and Departments to send information regarding research work 
they are conducting. We are publishing here a brief account of the 
research done by the Gokhale Institute of Politics and. Economics). 


1. More than thirty papers were prepared and read in the staff 
meetings. The work in progress shows schemes, in embryo, of far 
ranging and varied interests. 


2. The Institute submitted a report on the Economic Benefits of 
the Hirakud Dam to the Orissa Government. It is hoped to print 
it soon. In the Agro-Economic Research Unit groups of villages from 
Yeotmal district of Bombay State and Tumkur and South Kanara of 
Mysore State were selected for the study of Economic Change in 
Rural Areas. Besides, three villages from Wai Taluka of North Satara 
district, where the Institute had carried out Socio-economic invest- 
tigation during 1942-46 were selected for the purpose of the resurvey 
this year. The drafting of seven village reports is now complete and 
of seven more village reports and of the ad hoc study relating to the 
Economic Change in the Pravara Co-operative Sugar Factory Area 
is in progress. Preliminary arrangements and plans for carrying out 
a resurvey in one of the villages surveyed during 1954-55 are now 
completed. Considerable progress was made in drafting the report 
on the data collected during 1946-50 in the Socio-Economic Investi- 
gations in the Famine Liable Tracts of Maharashtra and Karwar 
carried out in the Sir Dorabji Tata Section in Agricultural 
Economics, The first report of this series of reports, that on sociolo- 
gical aspects, is nearing completion. 


3. At present, an elaborate investigational project in rural demo- 
graphic conditions and population control practices is being carried 
out in the Demographic Section in conjunction with the Rural Health 
Institute at Manchar in Poona district. Mrs. K. Dandekar’s Report 
on “A Demographic Survey of Six Rural Communities” containing the 
results of investigations carried out by the Demographic Section in 
some villages from Bombay and Mysore States has been published. 


4. A report on the data relating to Farm Accounts collected in 
Madhya Pradesh—Akola and Amraoti during the year 1956-57 (i.e., 
for the second year from the same set of farmers from whom data 
were collected during 1955-56), and a combined report based on the 
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two years’ data were completed and submitted to the Ministry of 
Agriculture, Government of India. These data had been collected 
by the Madhya Pradesh Department of Agriculture under the Farm 
Cost and Survey Accounts Scheme of the Government of India and 
the writing of the report was entrusted to the Institute by the Central 
Ministry. 


5. The Institute is carrying out for the Reserve Bank of India 
the follow-up of the Rural Credit Survey in Akola District which 
was included in the All India Rural Credit Survey carried out by 
the Bank in 1951. The drafting of the report on the data collected 
during 1957-58 in East Khandesh district is nearly complete. 


6. As part of the programme of expansion undertaken as a result 
of the Ford Foundation grant announced last year many new mem- 
bers were recruited to the Research Staff of the Institute and the 
activities of the four new sections viz. National Income and Develop- 
ment Planning, Urban Economics, Rural Sociology and Applied Sta- 
tistics were extended. The programme of work in the various sections, 
as provisionally settled, includes the following : — 


1) Unemployment with special reference to data of employment 
exchanges 

2) Distribution of urban incomes 

3) Trends in real wages 

4) Wage differentials in organised industry 

5) Foreign trade policy of the Government of India. 

6) Assessment of irrigation rates 

7) Elasticity of consumer expenditure on specific items 

8) The changing position of scheduled castes 

9) Composition and structure of the family in India. 


7. It was decided to bring out a quarterly Journal of the Insti- 
tute entitled “ARTHA VIJNAN” from March, 1959. The first issue 
was published on 22nd March 1959. The Journal includes articles 
written in English and any one of the Indian languages, printed in 
the Devnagari script. An English summary of the articles in Indian 
languages and a Hindi summary of English and non-Hindi articles 
are appended to each article. It is expected that the Journal will serve 
as a link between specialists, in India and abroad, working in similar 
fields and will also help to develop closer ties with Indian scholars 
who are striving to build up traditions of scientific research work and 
communication through the media of Indian languages. 
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Author 
Prof. A. R. Kamat 


Mrs. K. Dandekar 


Dr. V. P. Pethe 


Mrs. S. Bhavle 


Shri K. Mukerjee 


Dr. (Miss) Vatsala Rao 
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Shri Ravi Varma 
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1) 
2) 
3) 


4) 


5) 


6) 


7) 


8) 


9) 


10) 


11) 


12) 


13) 
14) 


15) 


Statement showing the work in progress 


Title 
Asymptotic power of certain test 
criteria. 
Work in non-parametric methods 
and variate differences. 
Wastage and stagnation in college 
education. 


Evaluation of available population 
statistics regarding various demo- 
graphic parameters such as sex ratio 
at birth, infant mortality rate, etc. 


Analysis of available Indian data 
on urban and rural housing. 


Analysis of such data as average 
wages, value added by manufacture 
and fixed capital, from the Census 
of Manufactures in relation to 
certain Indian industries. 


Critical methodological examina- 
tion of questionnaires used during 
urban surveys. 

Computation of series of real wages 
in organised industry. 

Classification by family types of 
data relating to households collected 
during the Institute’s rural and 
urban surveys. 


Critical examination of consumer 
expenditure data collected in family 
budget studies in India since 1939. 


Analysis of Government policy 
relating to quantitative restrictions 
on exports and imports. 

Study of policy relating to irrigation 
rates. 

Linear programming as applied to 
Farm Management data, 

Analysis of consumption data col- 
lected during the Institute’s rural 
surveys. 


Behaviour of regional prices in 


India with special reference to food- 
grains prices. 
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A list of subjects of the Ph.D. theses of the Research 
Fellows currently in progress 


Shri S. B. Kulkarni 


Shri Ajit Singh 
Miss Venu Dabholkar 
Shri A. D. Puranik 


Shri V. S. Patankar 
Shri S. D. Gokhale 
Shri S. N. Mathur 


Shri V. V. Sarawate 
Shri M. K. Pandhe 
Shri J. C. Kalele 


Shri B. R. Sabade 
Miss Kamala Mathur 


Shri S. G. Sapre 
Shri M. V. Gadgil 


Shri A. T. Akolkar 


Shri A. P. Kulkarni 


Shri S. M. Kulkarni 


1) 


2) 
3) 
4) 


5) 
6) 
7) 


8) 
9) 
10) 


11) 
12) 


13) 
14) 


15) 


16) 


17) 


Urban Handicrafts of the Bombay 
Deccan—A re-Survey. 


Sindhi Refugees in Poona. 
Women Employees in Poona City. 


Economic Change—A Resurvey of 
two villages in the Deccan. 


Transport in Poona City. 
Urbanisation in Maharashtra. 


Population of Rajasthan—A Demo- 
graphic Analysis. 


Motor Transport. 
Labour Organisation in Sholapur. 


A Resurvey of a village from N. 
Satara District. 


Mechanisation in Agriculture. 


Settlement of Industrial Disputes in 
India with special] reference to In- 
dustrial Awards. 


Dairy Economics, 


Utilisation of Irrigation facilities in 
the Bombay Deccan. 


Some aspects of import and export 
control in post-independence period 
(1948-1959). 


Factors determining groundnut 
prices in the assembling markets. 


The Baluta System and the Econo- 
mic Conditions of Balutedards— 
A Survey. 
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